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FOREWORD 


The position of business in American society has long been a matter of con- 
tention. The controversy even antedates the constitutional order itself, for the 
Constitution that was drafted in 1787 was in no small part a result of commercial 
and economic uncertainties experienced under the Articles of Confederation. 
Businessmen were in the forefront of those who pressed for alteration of those 
Articles. 

During the twentieth century, the problem has become more widespread and 
more intense. American society has changed from a series of small shop, agricul- 
tural groups strung out along the Atlantic seaboard to a continental, highly in- 
dustrialized superpower. “The business of America is business,” opined President 
Coolidge less than forty years ago. Since that time, the fact that Americans live 
in a business civilization is obvious. 

The past half-century has witnessed the proliferation of the large corporation 
as the characteristic form of business enterprise. Dominating the American 
economy are the 500 or more largest corporations. Practices of these groups, 
which have waxed to enormous size despite the presence of the antitrust laws, 
tend to set the pattern for all business. The “small businessman,” so much a part 
of the American heritage and so respected in the halls of Congress, increasingly 
owes his livelihood in some way to the managers of the corporate giants. These 
commercial and industrial titans operate as centers of economic power; as such, 
they exert great influence over the tone of society and over the direction in which 
the nation proceeds, 

Those are the facts of business life and the assumptions upon which this 
symposium is based. The most meaningful discussions of business ethics are those 
which focus upon the practices of the managers of large corporations as they 
touch and concern other groups and individuals and as they affect American 
society generally. Peter F. Drucker put the point succinctly (but somewhat 
differently) in the March-April 1962 issue of the Harvard Business Review: 


[T]here is evolving [a new] concept of the role of the big-business enterprise in our 
society. “Big business” ... is “private” and accepted as such—in the sense in which 
a big university is “private.” It is not government-run, but autonomous and under its 
own rules, pursuing goals set by itself. But it is not a “private affair” and the 
concern only of its stockholders, executives, and employees. It is an autonomous 
institution—but a community asset and “public” in its conduct, in its mores, and in 
its impacts. In the pursuit of its everyday “private business,” and in performing its 
economic job, big business is therefore expected to further human values, and to serve 
national purpose. This—rather than matters of ordinary honesty or fastidiousness 
(e.g., kickback or call-girl “problems” discussed so ponderously today)—is at the core 
of big-business ethics. 


‘In other words, the ethical question of business enterprise is not so much that of 
the personal peccadilloes of a few errant businessmen. It is the larger matter of 
the relationships that the dominating corporations have with other segments of the 
nation. Or, as stated in Bowen’s Social Responsibilities of the Businessman, 
“the heart of the problem is the tension between self-interest and social obligation.” 


ix 








x FOREWORD 





It is the social obligation of the corporate giant that is the subject of scrutiny 
in this symposium. 

Part of the accepted wisdom of the day is the view that the corporate manager 
should take more than profits into consideration in making business decisions. 
We are often enjoined by managers and their publicists that the business execu- 
tive adheres to that view. The several essays in this symposium develop facets 
of that concept of stewardship of economic power. The authors include lawyers, 
economists, political scientists, philosophers, a newspaper reporter, and a founda- 
tion executive—but no one from the clergy. The omission was deliberate. It was 
based on the belief that it is better to approach the subject from the perspectives 
of students of the corporation than of the “expert on ethics.” Some differences of 
opinion exist, but the papers collectively make up a balanced and temperate 
analysis of a continuing, troubling problem. 

ARTHUR S. MILLER 


Arthur S. Miller, Washington, D. C., is Professor of Law in the Law School and in 
the Graduate School of Public Law at the George Washington University. While 
Professor of Law at Emory University from 1953 to 1961, he was Editor of the Journal 
of Public Law. He is the author of Racial Discrimination and Private Education: A 
Legal Analysis (1957), Private Governments and the Constitution (1959), and other 
works, including numerous articles in legal and other periodicals. During 1957-1958, 
he held a fellowship from the John Simon Guggenheim Memorial Foundation, and, 
during 1960-1961, he was a Law Faculty Fellow of the Ford Foundation. 


Alternative Views of Big Business Goals and. Purposes 


By Harorp L. JOHNSON 


ABSTRACT: Instead of profit maximization as a single goal of 
big business, organization-theory, game-theory, and behavioral- 
science views indicate that the objectives of modern enterprise 
are plural and complex. Organization theory emphasizes the 
coalition character of big business, suggesting that with many 
participants comes variety in goals. Games in theory and in 
experiment reveal that players often carry to circumstances of 
rivalry and bargaining ideas of fairness and mutual restraint. 
The normative aspects of business affairs and changing role 
expectations concerning big business make available a be- 
havioral basis for discussion of nonprofit goals. These views of 
business goals offer analytical frameworks by which social 
responsibility and ethics can be studied. Such behavior thus 
is not an odd mutation in a world of profit maximization. It 
reflects the coalition dimension of big business and the social 
environment in which decisions are made. To complicate 
things, these models also indicate the importance of profit, 
efficiency, and innovation goals in business, confronting par- 
ticipants in big business and the people of the United States 
with dilemmas of choice. These choices are serious, for with 
them comes simultaneous impact upon the institutional ar- 
rangements of the American economy. 





Harold L. Johnson, Ph.D., Atlanta, Georgia, is Associate Professor of Economics in 
the School of Business Administration, Emory University. He taught economics at 
the University of Texas, 1948-1950, and Georgia State College, 1951-1957. During 1960- 
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titioners Journal, and other periodicals. 
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T is ironic that today only individuals 
imbued with an ideology of a crude 
“free enterprise” or with Marxism be- 
lieve that the goals of the large corpora- 
tion can be summed up simply in profit 
maximization. Economists studying “big 
business” or oligopoly markets, the 
market habitat of most big businesses, 
have concluded that, in these circum- 
stances, the profit-maximization assump- 
tion is either meaningless, too crude, or 
in error. Economists have found that, 
in industries where there is interdepend- 
ence among firms or where there is free- 
dom of action within the loose confines 
of the market, the profit-maximization 
assumption is a rather poor analytical 
device. 

But, if many students of big business 
no longer equate large firms and profit 
maximization in a one-to-one sort of 
way, what do they put in the place of 
this idea? What alternative models are 
there of the goals of the large firm? 
Where do more broad corporate goals 
take us in the United States? Down 
the road to socialism, toward a more 
responsible economy, or to a twentieth- 
century feudalism? The answers to 
these questions are the subject matter 
of this paper, with the last two ques- 
tions, however, raised more than an- 
swered. The paper focuses on the under- 
standings or conclusions concerning 
motivations or goals arising out of organ- 
ization-theory, game-theory, and be- 
havioral-science approaches to the large 
business enterprise. Thus, this paper 
primarily probes what is rather than 
what should be concerning business be- 
havior. The question of whether the 
large corporation should or should not 
have the goal characteristics described 
here is left to other contributors to this 
volume—though finally it is left with 
the citizens of the United States. What 
these understandings of the firm indicate 
concerning ethics in business and so- 
cially responsible business behavior is 


discussed. Some of the implications of 
what is concerning corporate objectives 
are examined at the close of the piece. 


AN ORGANIZATION-THEORY MODEL ? 


The view that profits are the only 
goal of big business faces difficulty in 
awareness that the corporation is a per- 
son only in legal theory. Lawyers, for 
their purposes, may conceive of the 
corporation as an artificial person, but, 
for the purposes of explanation and pre- 
diction of corporate behavior, this seems 
to be a faulty beginning. One analyst 
has noted the “error in anthropomorph- 
ism” in constructing a model of the cor- 
poration simply in the image of individ- 
ual man. The organizational character 
of the enterprise seems to require a 
different definition. Organization theory 
views the enterprise as made up of 
many participants, such as suppliers, 
the many categories of employees, ex- 
ecutives, dealers, and stockholders. A 
business organization consists of partly 
conflicting, partly complementary par- 
ticipants or interest groups. It does 
not possess a single mind, “conscience,” 
or set of motivations as does an individ- 
ual, for it is, in an organization-theory 
model, a coalition of many individuals 
and groups. The monetary and non- 
monetary inducements necessary to en- 
sure the participation of these individ- 
uals and groups make organization ob- 
jectives a miscellany of goals. The 
“side payments” to coalition members 
in the form of democratic supervision 
of labor force or fairness to dealers and 
suppliers shape, and indeed are a part 


1 This model is that of Chester I. Barnard, 
Herbert A. Simon, Richard M. Cyert and 
James G. March. See Barnard, The Functions 
of the Executive (Cambridge: Harvard Uni- 
versity Press, 1938); March and Simon, 
Organizations (New York: John Wiley, 
1958); and the forthcoming book of Cyert 
and March, A Behavioral Theory of the Firm, 
to be published by Prentice-Hall. 
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of, organizational goals. The web of 
contractual relationships between sup- 
pliers and national mail-order establish- 
ments indicates that fair and equitable 
arrangements are a part of the “price” 
for participation of manufacturers in 
the mail-order business. 

Stockholders with profit goals, of 
course, may be important members of 
contemporary enterprise, but, in this 
model, top executives are more strategic 
participants. Executives bring their own 
goals to the organization and they act 
as “peak co-ordinators” of the firm, 
facilitating bargaining and negotiation 
between other participants. In this 
model, executives act as brokers, so to 
speak, between the various members 
of the organization. In traditional legal 
and economic theory, this rich and com- 
_ plex pattern of goals is homogenized 
into the purposes of stockholders through 
the terms of legal contract. This, how- 
ever, seems to be an unsatisfactory solu- 
tion, judging from ample evidence in 
American industry that such a trans- 
formation ‘of objectives does not take 
place. 

The objectives of big business, then, 
are conceived of here as varied rather 
than monolithic and as shaped by inter- 
actions of many participants in flexible 
coalition rather than being only profits 
to owners. To go on, the goals of 
organization arrived at in a coalition 
manner take a “satisficing” rather than 
maximizing form. This feature of or- 
ganizational goals can be seen by first 
looking at the objectives of individuals. 
According to psychologists, individuals 
have target aspirations which they seek 
to achieve. These aspiration levels are 
influenced by past performance in rela- 
tion to goals, past aspiration levels, and 
by comparison with others in similar 
circumstances and conditions. Aspira- 
tion levels, furthermore, tend to change 
only slowly in face of achievement above 
or below target. Individuals and groups 


playing the game of life tend to take 
as acceptable or “good enough” activi- 
ties or relationships which meet or 
exceed their aspiration levels. In the 
language of operations research, in the 
real world, feasibility rather than opti- 
mality tests generally are used to gauge 
behavior. 

Maximization of goals is left aside be- 
cause of the “bounded rationality” con- 
ditions under which individuals operate 
and because of the “suboptimization” 
consequences of optimizing a single goal 
out of a goal set. To explain this bit of 
jargon, the individual follows a satis- 
ficing approach because he does not 
know enough concerning his possible 
strategies or the state of the world to 
optimize his goals. He is rational in a 
partial or bounded sort of way. If the 
goals of individuals are plural rather 
than single, optimization of one goal 
often results in losses with other ob- 
jectives. Maximization of one goal 
means other important objectives cannot 
be met satisfactorily, the result being a 
“suboptimizing” with some goals and 
with over-all satisfaction. The individ- 
ual must, just as the housewife in the 
supermarket, balance his “expenditures” 
on objectives, getting something of all 
and thereby hopefully getting the great- 
est total satisfaction. 

Organization theorists by and large 
have transplanted these insights con- 
cerning the individual to an organization 
context. They posit that the miscellany 
of goals arising out of the coalitions 
called big business exist in aspira- 
tion-level, satisficing terms rather than 
in maximization. The goals of people 
in business concerning profits, sales, 
employee relations, growth, social re- 
sponsibility, and market shares are sub- 
ject to tests of “good enough” or feasi- 
bility rather than maximization. 

This view of corporate objectives 
helps explain why conflict between par- 
ticipants seeking different things from 
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organization is not greater than it 
usually is. With goals subject to feasi- 
bility rather than optimality checks, the 
organization has a greater range of 
action in which the goals of many par- 
ticipants are satisfied. Conflict is par- 
tially side-stepped by the fact that the 
enterprise at any one time attends only 
to those objectives in which it is falling 
short. Particular goals receive attention 
only when achievement falls below 
target levels. Only in rare instances 
with many large firms—in deep reces- 
sion, for example—would the goals and 
interests of many participants fail to 
be met, opening to serious conflict. 
Much of the time, conflict remains 
latent as the focus is on different goals 
at different points in time. Not often 
are the goals of enterprise examined all 
at once. 

It is useful to see that the organiza- 
tion-theory view of firm objectives cuts 
in two directions. It is probably dis- 
appointing to those who believe that, by 
definition, the large corporation is a 
money machine. But it also must dis- 
appoint those who come equipped with 
a naive view of business ethics. This 
model indicates that profits assuredly 
are one of the goals of business organiza- 
tion and that, under certain conditions, 
will be a vital goal. The door is hardly 
opened to the proposition that the large 
business enterprise is an eleemosynary 
institution dispensing gifts and charity 
to one and all. It seems clear that 
one of the goals of the firm relates to 
profits as a total amount or a percent- 
age return on investment or sales. It 
is significant, though, that many com- 
pany officials, instead of talking and 
acting in terms of optimum profits, 
operate in terms of target rates of 
profits. This bears some resemblance 
to the organization-theory model of how 
goals are established and pursued. In 
circumstances such as a general reces- 
sion, new rivals in a market, or with 


changing consumer tastes, profit ob- 
jectives may be the most crucial of a 
goal set. 

This view, on the other hand, offers 
a framework for discussing ethics in 
business. Some critics have argued that 
talk of ethics in commerce is inevitably 
at the level of glittering generality, 
pleasing to the ear but without real 
content. The organization-theory model 
is a way of analyzing ethical or respon- 
sible behavior. Some of the participants 
in enterprise are the custodians of 
ethical or socially responsible practice. 
Labor unions and. individuals as em- 
ployees have, as part of the nonmone- 
tary requisites for joining an enterprise, 
items often classified as ethical business 
behavior. A full elaboration of such 
items would be too time consuming to 
describe here. It is enough to note 
that the humanization of the work 
environment, safe working conditions, 
freedom from harsh and arbitrary super- 
vision, and proper notice of change in 
methods and place of work are part of 
the nonmonetary inducements necessary 
to get employees in twentieth-century 
America. In the case of retail dealers 
linked with national manufacturers, the 
nonmonetary requirements for participa- 
tion are seen in the developing system 
of law and contract between automobile 
dealers and the manufacturers. Com- 
mercial practices labeled as socially 
responsible can be viewed as part of 
the nonmonetary inducements necessary 
to secure participation of various people 
in the firm. Nonprofit behavior can be 
handled not as an odd mutation in a 
world of profit maximization but as an 
integral part of the goals of business 
organization. 

To indicate that this model is more 
than a few interesting hunches, there 
have been a number of efforts to test its 
basic propositions. These tests have 
been made in the traditional languages 
of economics and in the newer tech- 
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niques of computer simulation.2 While 
these studies are not conclusive, they 
indicate that the model can be subject 
to various validation procedures. 


A GAME-THEORY VIEW 


It may seem at first sight a fool’s 
errand to use game theory as a basis 
for discussing ethics in big business. 
Talk of pay-offs, strategies, and malevo- 
lent foes who are seeking to do each 
other in seems out of harmony with such 
a discussion. To be sure, the idea of 
profit maximization gets short shrift in 
a game-theory model, for in the dynam- 
ics of rivalry survival appears to be a 
basic objective. Profits, market share, 
responsible practice, and cash in the 
bank are relegated to the status of 
means in a grand strategy to stay alive. 

But, in many games in theory, in 
actual experiment, and in the real world, 
the players—instead of being brutish, 
nasty antagonists—are individuals open 
to the possibilities of co-operation, fair 
play, mutual restraint, and live and let 
live. Parenthetically, investigators in 
game theory are at work exploring under 
what circumstances conflict and co- 
operation arise, and in studying the 
basic structure of co-operative games. 
In co-operative games of both theory 
and fact, neither profit maximization 
nor the goal of “do the other fellow in” 
is an appropriate way of characterizing 
the motivation or objectives of in- 
dividuals. 

Of course, often in many games 
players get together tacitly or overtly 
for mutual benefit, with this co-opera- 
tion to the disadvantage of parties out- 


2See, for example, R. M. Cyert and J. G. 
March, “Organizational Factors in the Theory 
of Oligopoly,” Quarterly Journal of Economics, 
February 1956; Melvin W. Reder, “A Recon- 
sideration of the Marginal Productivity The- 
ory,” Journal of Political Economy, Vol. 55 
(1947), pp. 450-458; and R. M. Cyert and 
J. G. March, “Models in a Behavioral Theory 
of the Firm,” Bekavioral Science, April 1959. 


side the game or to the community at 
large. This is a criticism of the bargain- 
ing between labor and management in 
major industries in America or of the 
tacit co-operation between rival business 
firms to avoid price cutting. These 
comments remind us that sometimes the 
substitution of industry or group benefit 
for individual self-interest leaves ob- 
jectives well short of the highest and 
best! The co-operation and mutual 
sharing between members of a gang of 
juvenile delinquents to carry out may- 
hem, robbery, and murder does not seem 
altogether to fit the description of 
proper ethical behavior! ` 

Game theory, however, makes avail- 
able insights in addition to the proposi- 
tions that co-operation among players 
and a philosophy of mutual restraint 
may change economic rivalry from dog- 
eat-dog to a policy of live-and-let-live. 
These additional insights are derived 
from game experiments in bargaining 
carried out by a number of inves- 
tigators.2 These games reveal that 
many players bring to conflict and 
bargaining situations ideas of fairness 
and equity which influence their deci- 
sions. Contrary to the themes of 
maximum pursuit of self-interest, many 
individuals are reluctant to push their 
position to the utmost when they pos- 
sess the power to do so. They are in- 
terested in results which are fair and 
equitable. Principles of split the dif- 
ference and pursuit of justice have been 
found in games where the advantage 
would seem to lie in different kinds of 
policies. These developments in game 
theory point to an economic motivation 
and behavior more complex than the 
assumptions of narrow self-interest. But 
where do such motivations, purposes, 
and objectives come from? One an- 


8See the article by Ward Edwards, “Be- 
havioral Decision Theory,” Annual Review 
of Psychology, Vol. 12 (1961), pp. 490-493, 
for a summary of these developments. 
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swer to this question lies in the proposi- 
tions to which the discussion now turns. 


A BEHAVIORAL VIEW 


It is undoubtedly trite and obvious 
beyond excuse to describe human beings 
as social animals, but perhaps some may 
forget that this cliché extends also to 
big-business executives! According to 
behavioral scientists, businessmen, as 
the rest of society, grow up in social 
relationships which give them a reason- 
ably well-organized set of attitudes, 
concepts, and values concerning physical 
and social reality. The development of 
a “self” or personality arises out of the 
interrelationships into which the individ- 
ual is thrust, with family, peer groups, 
schools, churches, and mass media so- 
cializing him. Without such social re- 
lationships, the individual is a virtual 
beast rather than a human being. He 
is directed and influenced by social cir- 
cumstances, but they help make him 
into a person. By a behavioral model, 
people in a real sense are like electronic 
computers in that social and cultural 
circumstances “program” them so that 
they react in particular ways of doing 
and thinking about things. By this 
framework, the motivation of people, 
businessmen included, is shaped and 
formed by the social relations in which 
they exist. 

The flow of communication in which 
individuals inevitably exist as children 
and as adults relates to both facts and 
to norms. We learn what is from what 
is not, and we also learn about what 
ought to be rather than what ought not 
to be. In the language of this model, 
individuals, by taking up a pattern of 
attitudes and values, internalize a nor- 
mative frame at the level of conscience. 
Attitudes and norms give an ethical 
dimension to life, indicating a group 
consensus of what should or should not 
be done in particular situations. 

This view of behavior should not be 


dismissed as relevant only to matters 
of social custom, dress, or eating habits, 
for big business as an organization and 
businessmen as individuals live in a 
social environment. There are many 
norms concerning business action. Many 
businessmen seek to “give people their 
money’s worth,” partially because com- 
petition forces them to but also because 
the customs and norms of America sug- 
gest that to be proper commercial prac- 
tice. Businessmen strive with rivals, 
but norms and laws prevent them from 
bombing competitors, running them 
down: with automobiles, or from getting 
customers with promises of free opium. 
Changing social norms concerning busi- 
ness are apparent in procedures to 
dampen the adverse effects on employees 
and communities of automation and 
plant shifts. The relative success of 
people-centered in contrast with process- 
centered supervision of employees and 
the preference for a boss who is a boss 
but who does not act like it reflect par- 
ticular social norms of business. 

A behavioral view of business action 
and attitudes is related to game-theory 
and organization-theory approaches. The 
normative circumstances in which 
business takes place influence the size 
and character of the pay-offs in the 
game and the number of strategies 
available to the players. Some people 
do not use dynamite to dispose of rivals 
because the sanctions or negative pay- 
offs with this course of action are so 
severe. With businessmen who have 
norms at the level of conscience, such 
strategies are not even included in their 
statement of the game matrix. Because 
of the psychological constraints laid on 
them by particular norms, executives 
do not even conceive of many strategies. 
Some may choose alternatives other 
than violence not because of conscience 
but because of the heavy sanctions of 
public disapproval and the hangman’s 
noose! Thus the whole structure and 
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play of the business game in real life are 
influenced by the social environment in 
which it is played. Increasingly, busi- 
nessmen have an explicit awareness of 
this elementary but crucial point. Pur- 
suit of fairness and equity in the experi- 
mental games—and, in real life, bargain- 
ing between rivals—fiows out of the 
social milieu in which the players have 
been programed, to use once more 
the computer language. It is clear, also, 
that many of the nonmonetary induce- 
ments to secure customers, employees, 
dealers, and suppliers in the coalition of 
large business enterprise reflect social 
norms of America concerning business 
practice. 

The behavioral model is sometimes 
addressed in terms of role theory. A 
role lays out for the individual—or for 
the organization, if it is possible to think 
of a role for big business in contem- 
porary culture—expected goals and ex- 
pected ways of achieving goals in the 
position or job which he occupies. In 
fact, it is in the specific prescriptions 
of a particular role that general social 
norms are focused and get their meaning. 
Social values and attitudes as vague as 
justice and equality are precise in the 
role requirements of ample notice to 
employees and communities before 
transfer to other cities, the “open door” 
policy of the executive suite, and the 
grievance procedures for disputes be- 
tween automobile dealers and the manu- 
facturers. 

The behavioral basis of business is 
illustrated both in studies by scholars 
and by episodes reported in the public 
press. The recent furor over steel 
pricing, the Katy railroad controversy 
in 1957, and the debate over the closure 
of a textile mill in Nashua, New Hamp- 
shire in 1948 demonstrate the impact of 
the social environment upon business. 
In a more scholarly setting, a sociologist 
has traced out in the steel-distribution 
industry the varying norms and motiva- 


tions of businessmen in established con- 
cerns and in the transient firms of the 
industry.* Rensis Likert and his col- 
leagues at the University of Michigan 
have reported in many studies about the 
influence of American values upon man- 
agement practice.5 

But what does all this mean con- 
cerning corporate or business goals? 
What does this framework suggest about 
ethics in business? It reminds us that, 
in some degree, the objectives and mo- 
tives of executives are social in origin. 
The goals and purposes of big business 
do not well up either out of instincts 
of altruism or out of monetary self- 
interest. They are framed by the social 
circumstances of business. Ethics in 
business do not rest altogether in the 
imaginations of public-relations advisers. 
A behavioral framework indicates that 
the value-laden concepts of ethics and 
social responsibility can be translated 
into the analytical concepts of sociology 
and social psychology. Nonprofit goals 
thus involve relatively little magic or 
mystery, for they reflect changing norms 
or a changing role prescription for the 
big-business executive. 

This model suggests, further, that the 
meaning of social responsibility is not 
given by businessmen alone. A com- 
munity or social consensus helps in- 
dicate what the goals and purposes of 
big business must be. Some critics of a 
“corporate-conscience philosophy” have 
characterized it as a twentieth-century 
laissez faire in which executives alone 
specify the content of such a conscience. 
A behavioral view indicates that a social 
consensus is involved in describing the 
goals and purposes of modern business. 
Of course, managers are not speechless 

#Louis Kriesberg, “Occupational Control 
Among Steel Distributors,” American Journal 
of Sociology, Vol. 61 (November 1955), pp. 
203-212. 

5 See, for example, Rensis Likert, New 


Patterns of Management (New York: Mc- 
Graw-Hill Book Company, 1961). 
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in the dialogue and debate about the 
make-up of business purposes and goals, 
but they are hedged about and directed 
by this social consensus. Some com- 
panies and managers have learned this 
the hard way. In a competitive-market 
model, the firm is constrained by market 
forces; in a behavioral view, it is also 
limited by a social definition of the 
business role. 

We have here an analytical base for 
approaching the study of ethical busi- 
ness behavior, placing this vague notion 
under the scrutiny of analysis. The 
model hardly suggests, on the other 
hand, that, in contemporary America, 
profits, efficiency, and cost cutting are 
excluded from the purposes of big busi- 
ness. Indeed, in America, corporate 
executives and the enterprises which 
they co-ordinate are expected to pursue 
profit goals, efficiency, innovation, and 
cost minimization. These items are key 
elements in the pattern of American 
business. There are nonprofit aspects 
to the business role, but, in an enter- 
prise system, strong emphasis remains 
on pursuit of profits, economy with 
scarce resources, and watching the dollar. 
A behavioral model does not indicate 
that the executive has been made over 
in the image of Santa Claus. But, to 
complicate life for those who desire 
simple answers, this framework indicates 
that the modern executive is not styled 
after Scrooge or the robber baron of 
yesteryear. Decisions of sales, cost, 
price, capital budgeting, and employee 
relations are made within a social milieu 
which affects considerably the style and 
manner in which such decisions are 
made. To recognize this is not to make 
big business into Santa Claus nor is it 
to forget the basic function of business 
in American society. 

Another insight is available, em- 
phasizing the complexity of probing at 
business behavior and motivation. So- 
cial norms and roles are elaborated both 


in the community-at-large and in the 
small groups in which individuals par- 
ticipate. Often these sources of norms 
prescribe similar kinds of values and 
behavior, but, on occasion, the norms 
of small groups conflict with those of 
society. This is most obvious in a con- 
trast of the normative pressures of a 
juvenile gang or an organization of 
gangsters with those of society. It may 
be apparent also when the norms of 
labor unions or business trade associa- 
tions are measured by social goals and 
norms. Norms shaping big business 
thus come from society and from the 
particular industry and market settings 
in which companies operate. Often the 
norms from these sources coincide, but 
they may conflict. The relatively in- 
sulated atmosphere of a group of oligop- 
olists may develop norms and rules of 
the game more suited to the interests of 
the small group than to those of outside 
parties. Industry attitudes concerning 
price cutting, advertising, and innova- 
tion may vary from general norms on 
these matters. Thus, a behavioral view 
emphasizes that not all normative or 
“ethical” behavior will be that outlined 
by the general interest. 


SUMMARY 


With the organization-theory, game- 
theory, and behavioral models of this 
paper, an emphasis is upon a mixed 
package of motivations, purposes, and 
goals. The goals and membership of the 
large corporation are varied. Bargain- 
ing and conflict in real and experimental 
games goes on, but often within a fence 
of moral restraint and fairness. The 
norms and roles of big business include 
a conglomeration of profits, efficiency, 
democratic human relations, freedom, 
and justice. Big business is not cast 
in the simple molds of profit maximiza- 
tion or of pursuit of public welfare. 

An economist would be practically 
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derelict in his duty without pointing 
to the problems of conflict and com- 
plementarity which this mixture of 
goals and motivation creates for us all. 
Executives, other participants in enter- 
prise, and the total citizenry have the 
difficult task of choosing out of this mix- 
ture of business means and ends—when 
many of the choices have commingled in 
them gains and costs in terms of other 
purposes of big business. The task is 
made more serious with the awareness 
that, as these choices are made, there is 
simultaneous impact on the institutional 
fabric of the American economic order. 


Judging from the choices made thus 
far, these institutional changes will not 
take us to a twentieth-century version 
of laissez faire nor down the road to 
doctrinaire socialism. Americans have 
shown an awareness of the dangers of 
“suboptimization” in which marked suc- 
cess with one purpose or objective is 
purchased at the cost of nonfulfillment 
of other important goals. To hazard a 
guess on the future, Americans will con- 
tinue to fashion in their choices of 
what they want big business to be a 
mixed, pragmatic version of contem- 
porary capitalism. 
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‘‘Philosophies of Management’’ in Philosophical 
Perspective 


By SAMUEL E. GLUCK 


ABSTRACT: Although any view of the social role of manage- 
ment can be shown to have assumptions about the nature of 
man and society, it is necessary to create such views with 
philosophical criteria in mind from the beginning. This last 
has not been done, and the consequences are that the decision- 
making manager is isolated from general theories about social 
values. Social responsibility is defined in terms of conformity 
to the mores of the society in which the businessman—manager 
—is operating. This truncates his thinking just below the level 
where philosophical decisions must be made, because it eschews 
the role of management in guiding social change and totally 
ignores the classical content of social philosophy and the 
methods of ethical analysis. There is an analogous fallacy 
of reducing ethics to psychology, which is a common con- 
ceptual failing of management as well as of managerial “‘philos- 
ophers” such as Mayo and Drucker. These failings, combined 
with a reluctance to face a reassessment of the ethics of profes- 
sionalism, decrease the ability of management to cope with 
basic disagreements among systems of values. The foregoing 
can be illustrated by reference to three problems: social respon- 
sibility, the destructive reduction of ethics to psychology, and 
the conflict between the ego and the ethics of professionalism. 
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HILOSOPHY? In a business 
school? What do you teach—busi- 
ness ethics?” I used to reply, “There 
is no such thing as business ethics,” but 
the other person invariably took my 
remark as confirming what he knew all 
along—that there was no such thing as 
business ethics. Just how philosophical 
are “philosophies” of management? 
How philosophical should they be, and 
how consciously and deliberately philo- 
sophical can we make them? These 
questions are progressively more dif- 
ficult: one can always expose the ethical 
and social assumptions underlying pro- 
posals for human conduct and institu- 
tions; it is a much more difficult but 
necessary task to create or re-create— 
values and a society that embodies them. 
The field of ethics encompasses much 
more than common usage of the term 
indicates. Starting with the “lowest” 
level and proceeding upward, the philos- 
opher distinguishes morals, ethics, and 
meta-ethics, separate but interrelated 
levels of inquiry. Morals are particular 
moral codes, sets of rules for behavior 
in a given culture. The Ten Command- 
ments is such a set of rules, whereby one 
judges acts as right or wrong. On the 
next level, ethics, moral codes them- 
selves are evaluated: ought the code to 
say what it does, and what are the 
criteria for choosing between alternative 
codes? Meta-ethics asks the basic mean- 
ings of ethical language—what we mean 
by “right,” “wrong,” “good,” “bad,” 
“obligation,” “ought,” “responsibility,” 
and so on—and evaluates the logical 
structure—the validity— of moral argu- 
ments. Morals are normative; they 
prescribe norms to which persons sub- 
scribe. The other two levels are critical 
and analytical: they ask for reasons— 
warrants—for saying that one code is 
right and the other wrong; they also 
demand that a moral argument, just as 
rigorously as an argument in the philos- 
ophy of science or any other branch of 


thought, meet criteria for clarity of ex- 
pression and validity of structure. The 
term “business ethics” really operates, 
with rare exception, on the level of 
business morals. People who call for 
higher morals in business demand that 
practice live up to the prevailing moral 
code as they see it. People who sneer 
at “business ethics” have in mind cer- 
tain minimal standards of behavior that 
are tacitly sanctioned because they do 
not violate the letter of the code. Thus, 
a contract should state all the condi- 
tions relevant to a transaction, but 
business morals permits the fine print’ 
at the bottom of the page; so, to teach 
business morals is to teach such type- 
setting, but to teach morals to business- 
men is to persuade them to use large 
type. 

In social philosophy, we find that 
choosing between rival systems of au- 
thority; discerning the relations between 
power, authority, and responsibility; 
demanding reasons for social proposals; 
and, above all, critically appraising all 
models proffered for the good society 
and demanding that terms like “free- 
dom,” “democracy,” “choice,” “com- 
munity,” and the like be defined ex- 
plicitly and used consistently are all 
among the higher-level tasks of the 
social philosopher. Finally, with both 
the ethical theorist and the social phi- 
losopher, there has been a tradition of 
mixing their normative with their crit- 
ical functions. An invidious distinc- 
tion can be made between the “mere” 
moralist and the true moral philosopher, 
but the history of philosophy shows 
that, for the most part, good moralists 
have had to be good moral philoso- 
phers, often mixing but less often con- 
fusing their two activities; and, most 
important of all, the best moral phi- 
losophy, beginning at least with Aris- 
totle, took its departure from concrete 
moral situations. 

Two simple examples will make our 
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three-level distinction clear. Decisions 
are usually made on the basis of a par- 
ticular moral code, but a test case raises 
them to the plane of critical ethics. An 
employee is fired, not because of his 
two-day absence, but because he know- 
ingly violated a condition of employ- 
ment—that “personal reasons” was not 
an acceptable explanation. One part 
of our moral code supports manage- 
ment; another simultaneously upholds 
the individual’s right of privacy; and a 
third recognizes the legitimacy of the 
concept of civil disobedience in a 
democracy and classifies the employee’s 
refusal to be specific as an act to test 
an unjust law. A second example is 
the manufacturer’s warranty: originat- 
ing as an instrument of consumer 
protection, today it also protects the 
manufacturer from unscrupulous con- 
sumers by limiting the former’s lia- 
bility. “Business ethics” on the level 
of morals presents no managerial prob- 
lems, because the moral code (the 
warranty) is explicit and precise. But, 
if the local dealer believes that a cus- 
tomer is entitled to a replacement be- 
cause a genuine defect remained hidden 
until past the date of liability and fights 
for his customer “all up the line to the 
factory,” he has made a particular de- 
cision on a specific case, but he has 
done so on an ethical plane. He has 
chosen between two systems of author- 
ity, not merely “disobeyed” one, be- 
cause the question is not whether hon- 
esty consists in fulfilling the warranty 
but whether the warranty fulfills the re- 
quirements for honesty. To say that 
such decisions are made every day by 
decent people only reinforces the point, 
because decency is again defined by 
criteria external to the warranty. 

To refer to these problems solely for 
their value for the “free enterprise sys- 
tem” only transfers a morals-level dis- 
cussion to the social sphere. To justify 
the choice between rival systems (this 
should be the approach to “uncom- 


mitted” nations) is a task for critical 
social ethics; and to ask what we mean 
by “freedom” and “free enterprise” or 
to examine the logic of proposals for 
the good society is to operate on the 
meta-ethical plane in social philosophy. 
Differences of belief within the Western 
business community as to which 
methods and institutions weaken or 
strengthen it are ethical and meta- 
ethical as well as normatively moral. 
Self-styled business philosophers who 
ignore these distinctions define prob- 
lems on the minimal level of conformity 
to consensus. 


SociaL RESPONSIBILITY 


“Group individualism” operates when 
groups act as if they were the only 
individuals involved in social decisions. 
The two individuals most directly in- 
volved in a strike-—Management and 
Labor—may, under the pressure from a 
third person, Government, terminate the 
strike “in the public interest.” But, 
even if termination qua termination is 
in the public interest, for example, 
restoration of essential community serv- 
ices, the actual content of the agree- 
ment between the parties has little to 
do with the public’s interest in the 
termination. The public is not re- 
garded as the beneficiary of particular 
decisions but is relegated to the status 
of being appeased by the mere fact of 
decision. Only when the deal is “dirty” 
does the formal objection to group in- 
dividualism arise, and then only pe- 
tipherally, because the tardy protest is 
based ex post facto on the content of 
the agreement and not on the original 
ethical principle. But precisely be- 
cause politics, in the public mind, con- 
cerns the state and not the polity, the 
vast number of other political situa- 
tions in social life pass unrecognized. 
A partial exception is “union democ- 
racy” because the union is, nominally, a 
micromodel of a democratic community, 
more easily seen in analogy to the state. 
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Management, it is said, has internal 
and external responsibilities—to stock- 
holders, employees, customers, and to 
the public. Although the divorcement 
of management from ownership is an 
old saw, it has parallels and paradoxes 
relating it to the case of union leader- 
ship. The same democracy to which 
the “inexpert and uninformed” rank- 
and-file unionist is said to be entitled 
is surrendered by the stockholder; the 
stated reason being that management is 
expert and informed and the rank- and- 
file stockholder is not. 

Upon both the union and the corpo- 
rate structure the issue of social re- 
sponsibility is superimposed, but there 
are major differences. “Social respon- 
“sibility” tacitly acknowledges the exist- 
ence in fact, if not in law; of a group’s 
personality, of its individuality if not 
its individualism. A union has a re- 
sponsibility to society, and its members 
discharge their personal social respon- 
sibilities within the framework of their 
membership. ‘They are, as the phrase 
usually runs, responsible for seeing 
that they have honest and capable 
leaders. When we consider what is 
expected of, or at least verbalized 
about, a particular corporation—for ex- 
ample, United States Steel—or a par- 
ticular industry—the steel industry— 
we again find that “it” is supposed to 
be responsible. Yet, when the private 
person who is a “member” of business 
is told of his responsibilities, they are 
couched in externalized terms.. The 
union member is a good member of his 
union and the community when he 
keeps his house in order and thereby 
sends honorable—and reasonable—men 
to the bargaining table or to Washing- 
ton. But “the” businessman’s social 
responsibilities have their private com- 
ponents directly externalized. No one 
seriously regards even the president of 
a local as speaking for Labor or for 
labor; but every business man is told 
by his colleagues among corporation 


presidents, National Association of 
Manufacturers officials, chambers of 
commerce, and politicians that His is the 
voice of the “business community,” to 
which he has a responsibility to pre- 
sent its point of view to the public. 
And he is assisted in being well in- 
formed about that point of view by 
texts on public relations, seminars on 
how to develop the corporate image, 
and guides to practical politics. Yet he 
and the public both know that he 
speaks only for himself, because of the 
claims to officialdom and authority by 
the various blocs within the “commu- 
nity.” Should a particular management 
actually make an independent decision 
—as Kaiser Steel did during the strike 
of 1959-—that management is morally 
censured by Management and fre- 
quently—as with Kaiser—accused of 
violating the public interest for short- 
term private gain. These problems for 
the individual member of the mana- 
gerial group complicate the search for 
even a working characterization, let 
alone a definition, of social responsi- 
bility. But let us examine one such 
proposal. 

In his Fundamental Legal Concep- 
tions, Hohfeld lists four general forms 
which legal relationships can take. One 
party may have a claim, and the other 
party owes a duty to the first, it being 
a necessary reciprocal of the claim. In 
other situations, one party may have a 
privilege, which does not involve a posi- 
tive duty on another’s part but only the 
negative obligation of noninterference. 
Other relationships oppose legal power 
to legal liability; there are others in 
which one party possesses legal im- 
munity and the other necessarily has 
a legal disability. Claims, privileges, 
powers, and immunities are all rights, 
with the corresponding obligations of 
specific performance, nonintervention, 

1 Wesley N. Hohfeld, Fundamental Legal 


Conceptions, ed. W. W. Cook (New Haven: 
Yale University Press, 1923). 
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submission, and nondeprivation. A 
right carries the authority to compel 
performance on the part of the other 
party in the relationship, who has the 
responsibility to comply. The heuristic 
value of this classification extends to 
nonlegal responsible relationships which 
are based on the reasonable expectancy 
that arises out of experience. It also 
emphasizes one important trait which 
any discussion of social responsibility 
must exhibit if it is to yield the fruits 
of action; namely, that general terms 
such as “fairness” have content only 
when applied to identifiable actions by 
identifiable people in situations which 
have fairly definite parameters. This 
does not mean that the concept is socio- 
logical and not philosophical but, 
rather, that exhortations, denunciations, 
and denials of social responsibility must 
be related to both an ethical system 
and an actual state of affairs. 

This concept of social responsibility 
is a major element in Chamberlain’s 
analysis of public-emergency strikes. 
Chamberlain does not give a working 
definition of authority, although he says 
that “a responsibility is an obligation 

. owed to someone having authority 
to compel performance in a given rela- 
tionship.” The responsibilities of one 
party have their correlatives in the au- 
thority of the other party, and social 
responsibilities have correlative social 
authorities, which are “a people’s com- 
mand over the behavior of their com- 
ponent members....It is a non- 
specific authority ... enforced... 
by the community at large.” This is 
not a “burden of conscience . . . it is 
not an ethical sense which must be 
heightened to secure performance of the 
social duty, but simply a capacity for 
judgment.” 2 


2Neil W. Chamberlain, Social Responsi- 
bility and Strikes (“Yale Labor and Manage- 
ment Center Series’; New York: Harper and 
Brothers, 1953), pp. 10-13. 


Among the consequences of holding 
this position is the necessity to recog- 
nize that changes in specific relation- 
ships redefine the criteria of consistency 
and, hence, also the content of social 
responsibility. Another is that any in- 
stance must allow for sufficient power 
within the domain of the claimant, else 
unenforceable responsibilities must re- 
main matters of private conscience. 
There is also a group of difficulties in 
the identification of a situation calling 
for responsibility on the part of one or 
more of the parties. How does one dis- 
cern incompatibility between relation- 
ships? Chamberlain remarks that ab- 
sence of criticism may be taken as evi- 
dence of compliance. Since there are at 
least two parties in a questioned rela- 
tionship, where lies the responsibility 
for effecting consistency? Finally, even 
if there is consistency in the relations 
between the parties, how do we judge 
the nature and extent of conformity to 
other sets of dominant relations in the 
society? On Chamberlain’s view, to ac- 
cept social responsibility does not re- 
solve problems or impose particular solu- 
tions; though it identifies the parties in- 
volved, it does not ascertain which must 
yield to the modification of their rights. 

Chamberlain characterizes social re- 
sponsibility as both conservative and 
nonethical: conservative in that it re- 
quires changes to be made “with regard 
to their compatibility with the whole 
complex of existing relationships” and 
nonethical in that “in itself it provides 
no basis for judging any relationship 
either ‘right’ or ‘wrong.’ ” 3 Indeed, any 
working conception of ethical social life 
must recognize that tensions are re- 
lieved and frustrations dissipated by 
appealing first, if at all possible, to the 
existing social order. But questions do 
arise about the legitimacy of a system 
of authority: ought its claims to obedi- 
ence to be honored? Such questions not- 


3 Ibid., p. 23. 
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withstanding, some systems continue to 
be enforced, and so Chamberlain is in 
good company in having to define the 
relationship between power and au- 
thority .* 

In the specific area of management, a 
near-total rejection of social responsi- 
bility is urged by Peter Drucker, char- 
acterized by his attitude toward organ- 
ized labor and in his peculiar use of the 
term “authority”.as the touchstone for 
any group’s participation in the commu- 
nity, Management, he insists, “must 
always, in every decision and action, put 
economic performance first. . . . There 
may be great noneconomic results: the 
happiness of the members of the enter- 
prise, contribution to the welfare or cul- 
ture of the community. . . . Yet man- 
agement has failed . . . if it does not 
supply goods and services... at a 
price the consumer is willing to pay.” ® 
There is a “basic split” between an en- 
terprise’s “governmental”—that is, po- 
litical—authority and its economic func- 
tion. This conflict accounts for the ex- 
istence of organized labor, which “can 
discharge its function, survive, and 
maintain its cohesion only as an anti- 
body,” a situation which results in a 
“perpetual conflict of loyalties... 
bearable for neither enterprise, union, 
nor individual.”* Walter Reuther he 
considers “the outstanding example”: 
“his conviction that the free-enterprise 
system is not much good rests on the 
premise that a good system would have 
found and used such leadership ability 


4See Thomas Hobbes, Leviathan (1651), 
chap. 16; A. A. Berle, Jr, The 20th Century 
Capitalist Revolution (New York: Harcourt, 
Brace, and Co., 1954), chap. 3; A. A. Berle, 
Jr, Power Without Property (New York: 
Harcourt, 1959), passim. 

5 Peter F. Drucker, The Practice of Manage- 
ment (New York: Harper and Brothers, 
1954), pp. 7-8. 

6 Peter F. Drucker, The New Society: The 
Anatomy of the Industrial Order (New York: 
Harper and Brothers, 1950), p. 46. 

7 Ibid., pp. 46-47. 


as his.” 8 Here is F. W. Taylor’s idea 
up to date and in the popular style of 
managerial self-criticism—that a genu- 
inely scientific management would make 
unions unnecessary and unwanted. 

It is foolish to deny that unions are 
a countervailing force to management, 
but it is equally foolish to ignore the 
responsibilities they have assumed which 
are not only not counter to the interests 
of management but which are nonparti- 
san, nonideological social functions rec- 
ognized to be community needs. His- 
torical arguments—that the two groups 
forced each other into medical, educa- 
tional, cultural, and other community 
services—are irrelevant. Philosophical 
arguments are not. What any group 
does, under duress or not, is an expres- 
sion of values. It reflects the choice be- 
tween alternatives of differential value 
in the minds of the choice-makers, 
whether they be in the group or out- 
side it and thrusting a decision upon 
it. Certain social welfare measures are 
chosen by unions: to win public ap- 
proval thereby still means that, accord- 
ing to some independent, critically ethi- 
cal conception of the good society, the 
union chose to win favor that way in- 
stead of another, because the activity 
was believed to be ethically as well as 
morally legitimate. Drucker rejects this 
role for management. By doing so, he 
denies not only the legitimacy of differ- 
ent ideals, or of differences in method to 
attain the same ideals, but also reduces 
social philosophy to societal description 
and political theory to psychoneurosis. 
He also ignores the fact that groups 
often complement each other, despite 
their vested interests, by co-operating 

8 Drucker, The Practice of Management, 
p. 309. For Elton Mayo, labor leaders are 
paranoid and were unloved little boys and 
Marx’s Marxism was a pathological hatred of 
the bourgeoisie. See Elton Mayo, The Social 
Problems of an Industrial Civilization (Lon- 


don: Routledge and Kegan Paul, 1949), pp. 
120, 123-124. 
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to sustain the values necessary to pro- 
vide a context for peaceful conflict reso- 
lution. In The New Society, he does 
refer to the “loyalty” of the opposition 
(Labor) which contributes toward the 
success of the enterprise, but he means 
this in Mayo’s sense of co-operation 
and Veblen’s—of not indulging in a 
“conscious withdrawal of efficiency.” 
Management’s own responsibilities are, 
in order of importance: to operate at a 
profit, to make the enterprise grow, and 
to conduct the enterprise “so as not to 
undermine our social beliefs and cohe- 
sion.” That is, “not to usurp illegiti- 
mate authority over citizens by demand- 
ing their absolute and total allegiance,” 
because society will “retaliate” by mak- 
ing the state omnipotent.° Management 
has no social responsibilities “by virtue 
of its being one of the leading groups 
in society.” We have been told, he con- 
tinues, “that management should hold 
itself responsible for the survival of the 
liberal arts colleges, for the economic 
education of workers, for religious tol- 
erance, or for a free press... .”1° 
This, acording to Drucker, would be 
usurpation of responsibilities, because 
management does not have “special 
competence” in these areas; and, since 
“responsibility and authority go to- 
gether, it follows also that management 
owes to society whatever its major com- 
petence give it authority.” Would we 
want unions or the government to con- 
trol education, communication, or the 
arts? If not, then management must 
“religiously avoid asserting or assuming 
responsibility for any activities it does 
not want to see controlled by the union 
leader or by government.” Naturally, 
union leaders do not want management 
control, so in this situation of noncon- 
trol, wherein these activities should be 


free—“organized by spontaneous, local, 
® Drucker, The Practice of Management, 
p. 387. 
10 Ibid., p. 388. 


pluralist action of the citizens”—there 
is always danger that society will take 
the easy way out and let the govern- 
ment seize control. 

Management does, however, have “spe- 
cial competence” and therefore “author- 
ity” in one major area: it should help 
lower taxes. And precisely because the 
tax laws “force it increasingly” to con- 
tribute to the general welfare, manage- 
ment must resist the temptation to 
“usurp” either responsibility or author- 
ity in community welfare. On the one 
hand, “It is management’s public re- 
sponsibility to make whatever is genu- 
inely in the public good become the en- 
terprise’s own self-interest”; 1? but, in 
the next paragraph, management suc- 
ceeds “by making what is the common 
good coincide with its own self-interest.” 
Nothing can make these statements 
either logically or operationally equiva- 
lent, and what Drucker spells out would 
seem to confirm that the latter of these 
two statements is the more candid sum- 
mary of his philosophy. 


Tue REDUCTION oF ETHICS 
To PsycHoLocy 


The reduction of ethics to psychology 
is the interpretation and control of be- 
havior and choices in terms, for exam- 
ple, of basic personality, motivation, 
and the satisfaction of wants and needs. 
This is done rather than acknowledge 
that goals are ultimately valuational 
and not visceral and that money, pres- 
tige and power, creature comforts, and 
togetherness—or the renunciation of 
these—may be desirable only as instru- 
ments to the realization of ethical values. 
Such reduction is a nonethical view of 
man’s nature, and, on the level of mor- 
als, it relegates any particular set of 
values to the status of sentimental syno- 
nyms for man’s—albeit higher order— 
animal behavior. It is not philosophical, 


11 Ibid., p. 389. 
12 Ibid., p. 290. 
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but it is a philosophy: a view of man 
—a philosophical anthropology—and a 
theory of society—one, despite parts of 
its vocabulary, without a real concept 
of community. It is difficult to date the 
advent of this trend, though it is a key- 
note of both Taylor’s scientific manage- 
ment and Miinsterberg’s industrial psy- 
chology. “[A]s soon as everyone can be 
brought to the place where his best en- 
ergies may be unfolded and his greatest 
personal satisfaction secured [by what 
he called the economic experimental 
psychology that “adjusted work and 
psyche”’] mental dissatisfaction . . . de- 
pression and discouragement, may be re- 
placed . . . by overflowing joy and per- 
fect inner harmony.” * 

This is virtually the entire foundation 
of Elton Mayo’s work and a major un- 
derpinning of Drucker’s model of indus- 
trial society. Many popular texts in 
management embrace it. The success- 
ful manager is one who understands that 
workers are like this, yet he himself is 
objective, self-controlled, unemotional, 
resistané to pressures from the masses, 
and, above all, capable of logical analy- 
sis of general concepts. This separation 
of visceral masses from valuational elite 
is the explicit conclusion of the Haw- 
thorne studies. The pilot group in the 
wiring room at Hawthorne had become 
a team, which “gave itself wholeheart- 
edly and spontaneously to cooperation 
with management. . . . They felt them- 
selves participating freely and without 
afterthought . . . happy in the knowl- 
edge that they were working without 
coercion.” 14 Psychological interviews of 
21,000 employees over a three-year pe- 
riod convinced Mayo that workers were 
just like college students: “only stu- 
dents who failed to develop the ordi- 
nary skills of human association over- 


18 Hugo Münsterberg, Psychology and In- 
dustrial Efficiency (Boston: Houghton Mifflin, 
1913), p. 308. 


14 Mayo, The Social Problems ..., p. 64. 


think their personal situation to the 
point of trying to resolve [their prob- 
lems] by logical thinking instead of so- 
cial routine.” 15 He extends this to a 
condemnation of the whole science of 
economics. People “have relapsed upon 
self-interest when social association has 
failed them,” and economic activity al- 
ways reveals “that the situation is so- 
cially disorganized.” 1° The administra- 
tor must be “unfettered by .. . emo- 
tion or prejudice” and his training must 
include knowledge “of the organization 
of cooperation. . . . I have maintained 
that . . . cooperation ... is the most 
important... .” 47 

Drucker’s social model is essentially 
the same, though far more illogical than 
Mayo’s. There are four ways “by 
which we can attempt to reach the goal 
of the responsible worker . . . careful 
placement, high standards of perform- 
ance, providing the worker with the in- 
formation needed to control himself, 
and with opportunities ... that will 
give him a managerial vision.” 18° That 
vision is a view of the enterprise “as if 
he were a manager responsible through 
his performance for its success and sur- 
vival,” and it is attained only through 
“participation.” | Drucker’s idea of 
worker participation is the “self-govern- 
ing plant community” 1° wherein the 


-workers run the cafeteria, bowling team, 


and blood bank. He reports a case in 
which workers who administered their 
own insurance plan, which they knew 
to be poor, were happier than those 


15 Tbid., p. 39. Italics supplied by present 
writer. 

16 Ibid. 

17 Ibid., p. 109. 

18 Drucker, The Practice of Management, 
p. 304. Italics supplied by present writer. 
“The question is not: How much information 
does the worker want? It is: how much 
must the enterprise get him to absorb in its 
own interest? How much must he have to 
allow the enterprise to demand responsible 
performance. .. .” Ibid., p. 306. 


19 Drucker, The New Society ..., p. 281. 
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who had a far superior company- 
sponsored plan—indeed an intriguing 
aspect of the managerial vision.” In 
The Practice of Management, the chap- 
ter on managing professional employees 
emphasizes that they want prestige 
more than money, but there is no con- 
sideration of the ethical components of 
professional life.** 

Do these ideas exist only on the 
printed page? A major American cor- 
poration, one of the world’s largest, has 
a seminar series for its not-quite-top 
management. The syllabus consists of 
practical case studies keyed to classical 
and contemporary philosophical read- 
ings. Sitting in “informally” at the back 
of the room are members of top man- 
agement, judging the true managerial 
potential of the participants by observ- 
ing their emotional involvement in the 
exploration of ethical questions. 


PROFESSIONAL EGO AND PROFESSIONAL 
ETHICS 


Since World War II, the great in- 
crease in the technical and conceptual 
demands upon managers has resulted 
in a new self-image as the educated ex- 
pert, becoming more scientific and 
more theoretically grounded with every 
graduating class. A basic traditional 
mark of a profession is its organized 
body of knowledge that confers veri- 
fiable expertise upon its members, and 
both the growth of formal business 
education and the many heuristic, 
quasi-scientific advances in the control 
of production, distribution, and financ- 
ing, all have contributed to both the 
self-image and the public image of the 


20 Ibid., p. 300 f. 

21 Jeanne and Harold Wilensky, “Personnel 
Counseling: The Hawthorne Case,” American 
Journal of Sociology, Vol. 62 (November 
1951), pp. 265-280. They report that many 
of the company’s counselors had ethical con- 
flicts with regard to their roles as employees 
and their professional values. 


manager as professional. The result, 
however, has been a preoccupation with 
the ego and the ethos of professional 
life and a serious neglect of the new 
problems which the industrial way of 
life has created not only for the morals 
but also for the ethics of professional- 
ism. Three areas of professional con- 
cern have been given much verbal 
attention in the last decade. This at- 
tention has, unfortunately, been largely 
superficial and, further, its “philosophy” 
has been to dephilosophize it. 

The first area, that of expertise, has 
been stressed by business educators in 
their attempt to set uniformly high 
standards for business degrees. Be- 
cause Managers are members of the 
human community, competence and re- 
liability are ethical issues. The second 
area, still part of the classic definition 
of a profession, is that of service versus 
profit. Thus, the healer and the de- 
fender, more than ordinary men, are 
dedicated to serving, even without per- 
sonal gain. ‘Transferred to business, 
the conflict takes a variety of forms. 
The externalized ethic asks, is service 
incidental to profit, or must there be 
profit in order to maintain the service? 
Or, sometimes, who comes first, stock- 
holder or customer? Trade-union argu- 
ments about excess profits pay lip serv- 
ice to this question. Internalized, there 
are questions about executives trading 
in the stock of their own companies. 
Occasionally, we ask about humanity 
versus efficiency in personnel policies— 
an area in which the redundancy cre- 
ated by automation will force wide- 
spread basic re-evaluations of the nature 
of man and of society. The third area 
has qualitative distinctions of its own 
but is also a focal point of the first two. 
This is the status of the scientist, engi- 
neer, and social scientist in industry, 
labor organizations, and government 
service; this is usually couched in 
terms of his independence, especially 
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as regarding pure versus applied re- 
search.” Giant corporations painfully 
publicize their pure projects. 

Many of the conventional treatments 
turn out to be sham. Was a physician 
or an attorney ever expected to have 
no means of livelihood? Is profit never 
excessive when it is reinvested for ex- 
pansion of service? Is it always exces- 
sive if, paid out in more-than-subsist- 
ence wages to manager and worker 
alike—recalling the medieval theory of 
the just price and the prohibition 
against usury? Are stock options to 
executives and directors unethical, even 
though in our society they are not im- 
moral? If so, is the disclosure of 
brokerage-house holdings in the securi- 
ties they promote merely the casual 
acknowledgment of unethical practices? 
Is all inside information unethical? If 
so, should not employees of investment 
advisory services be prohibited from 
owning securities? Tax lawyers refer 
to certain sections of the Internal 
Revenue Code as “boudoir rules”— 
those which consider the intimate psy- 
chological influences of marriage as 
overriding certain formal separations of 
financial interests. Are these rulings 
justified by experience, or are they 
unethical—and unconstitutional—inva- 
sions of private conscience? However 
we answer this question, we must be 
consistent with what we also believe 
about businessmen selling their hold- 
ings upon entering government service. 
What is the professional status of the 
psychiatrist who works for a company, 
a union health service, a welfare agency, 
or is on a prison staff—especially with 
regard to that ancient mark of profes- 
sionalism, the privileged communication 
from the patient? Just what, ethically, 


22 An interesting and sensitive treatment is 
Harold L. Wilensky, Intellectuals in Labor 
Unions: Organizational Pressures on Profes- 
sional Roles (Glencoe: The Free Press, 1956). 


is a sales engineer? What separates 
the statisticians who work for the To- 
bacco Industry Research Committee 
from their colleagues at the American 
Cancer Society? Is one group in error? 
Or dishonest? To answer “neither,” but 
that they start with different logical 
and mathematical postulates, shows 
only that, though philosophers may 
argue as to whether science in itself is 
neutral or value free, it always operates 
in a normatively moral and critically 
ethical context. 

The engineering professions recog- 
nized the variegation and complexity 
of these issues some years ago. That 
they require re-creation from time to 
time is attested to by the Committee 
on Ethics of the American Society for 
Engineering Education. Management 
must catch up with the times. Veblen, 
in The Engineers and the Price System 
(1921), stated the problem starkly, but 
he did so in valuational terms and pro- 
posed—prophesied—what he believed 
to be an ethical solution. Berle and 
Means echoed the same solution: the 
devotion to professional ideals would 
create a cadre of “neutral” managers, 
powerful yet exempt from the hunger 
for power to which less qualified—and, 
therefore, less secure—men would suc- 
cumb. Here, of course, was Max 
Weber’s utopian vision of a harmonious 
committee of Platonic philosopher- 
kings, a vision untempered by Lord 
Acton’s practical wisdom about power 
and, what is worse, completely unaware 
that this equated knowledge with moral 
superiority and the prerogatives of an 
elite in the manner of the entrepre- 
neurial ideologists of the last century. 
Because professional employment is 
becoming more and more organizational 
and opportunities for independence 
fewer, the values involved must be re- 
created and freed from both medieval- 
ism and motivational psychology. 





Measurement of the Social Performance of Business 


By THEODORE J. Kreps 


ABSTRACT: Making money versus making goods, as Aristotle 
pointed out, constitutes the basic social audit of economic in- 
stitutions and practices. Current discussions of tariffs, of in- 
flation, of stock-market or land speculation, of subsidies and 
tax loopholes, of resource conservation, of the activities of 
regulatory commissions, of stock pile and military spending, 
of advertising, monopoly, and featherbedding, and of price and 
wage increases abound in round-robin recriminations about “‘ir- 
responsible and unjustifiable action,” “unearned income,” “in- 
jury to public welfare,” “something for nothing,” “too much 
for too little,” “waste,” and so on. Can the social perform- 
ance of business be identified, estimated, measured? How? 
With what limitations? Four major currents of thought 
muddy public discussion. Some maintain that “business is 
business.” Profits per se measure social performance. Others 
rely heavily on classical competitive equilibrium processes or 
other versions of the “invisible hand.” A third group—rig- 
orously mathematical exponents of the new welfare economics 
—are pessimistic about even the possibility of finding a useful 
social-welfare function. An emerging fourth group affirms the 
principle of social responsibility of business, some in frankly 
prescriptive value terms, other in what they convince them- 
selves are scientifically determinable and operable, though im- 
precise and variable, zones or paths for creative voluntarism. 
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O deny responsibility is as pri- 
meval as the disclaimer of the first 
Biblical agricultural entrepreneur, Cain, 
competing for favor by slaying his 
sheepherding brother : “Am I my broth- 
ers keeper?” The disclaimer takes 
many sophisticated forms: survival of 
the fittest (as if fit were the past tense 
- of fight), law of the jungle, every man 
for himself, rugged individualism, right 
to a profit, or other disguise for giving 
private gain-seeking or avarice free rein 
no matter who is hurt. l 
The essential tenet is that freedom of 
enterprise is a special producer privi- 
lege instead of being a general consumer 
right. Business executives allegedly 
constitute a natural elite with mana- 
gerial prerogatives. Whence, why, con- 
ferred by whom, these questions are 
left unanswered in this divine right 
of kings concept. Ordinarily, they con- 
sider themselves to have rare qualities 
of judgment, genius, intuition, in the 
exercise of which the ordinary restraints 
of written or unwritten moral codes do 
not apply so far as the operations of 
business are concerned. Freedom òf 
enterprise is interpreted as “freedom 
from,” the apron-string theory of a 
freedom especially reserved for self- 
anointed risk-takers and capitalists. 

Though they vigorously oppose public 
limitations on their freedom of action, 
they frequently demand drastic govern- 
mental controls over other groups. 
They want strong curbs on labor, high 
tariffs and other barriers against for- 
eign competitors, unimpeded advertising 
pressure on consumers, and a “sound” 
business point of view in educational 
institutions. 

As buyers, they urge a fair day’s work 
for a fair day’s pay and governmental 
inspection and grade-labeling of agri- 
- cultural and raw materials. As sellers, 
they oppose grade-labeling and other 
protective: consumer legislation. Their 


_ favored rule is caveat emptor, a virtual 


Q3S422 


impossibility under present technologi- 
cal product differentiation. 
Spread of irresponsibility 

By way of digression, the question 
should be raised though not answered 
whether the nineteenth-century busi- 
nessman’s concept of caveat emptor so 
cleverly expounded by Herbert Spencer 
in his Social Statics—still a gold mine 
for current right-wing pamphleteering— 
may not by metastasis have spread to 
other groups—for example, producing 
workers who take no pride in the qual- 
ity of their work or product; motivat- 
ing white-collar employees who, accord- 
ing to Norman Jaspan’s The Thief in 
the White Collar, appropriate some- 
thing like $5 billion annually, most of 
them never being hailed into court; 
providing excuses for taxpayers who 
fail to report billions of dollars of 
profits, dividends, and interest; abetting 
anarchic street gangs in asphalt jungles 
in justifying lack of concern for others 
and hostility to law officers; not to 
speak of giving moral comfort to the 
vast majority of automobile, watch, and 
household repair services who, accord- 
ing to surveys by the Readers’ Digest, 
will “gyp” unknowing customers—all 
on the theory that what buyers “don’t 
know won’t hurt ’em.” The primary 
criterion of social performance of 
business becomes “whatever makes 
money”; “whatever I can get away 
with”: anarchy plus the policeman. 


Executive effort per se benefits public 


A less naive measurement stresses 
the exercise of certain, presumably 
unique, executive qualities. Profits, 
whether speculative or quasi rents or a 
result of inflation or otherwise, are re- 
garded as per se a measure of social 
performance because of risks under- 
taken or managerial capacities put to 
use. nn 

But, one asks, if no resultszsave=those 


ry Pe 
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of the gain achiéved need to be con- 
sidered, did not a Jesse James exert 
identical qualities? Surely he was en- 
terprising and daring. He took risks. 
He always did some careful market 
research, hunting out the best oppor- 
tunity for his organizational know-how. 
He planned, co-ordinated, controlled, 
and evaluated the activities of his men. 
He delegated authority, assigned ap- 
propriate responsibilities, and distrib- 
uted appropriate rewards. He had an 
avid interest in efficiency and innova- 
tions for securing higher returns per 
unit of effort. And he was assuredly 
most zealously opposed to any govern- 
ment interference with his busy-ness. 
How, then, so far as use of managerial 
qualities is concerned, did he fail to 
qualify as a businessman? 

To try to escape the basic problem 
by pointing out that he used overt, 
direct compulsion or that what he did 
was illegal is to beg the question. What 
made his activities illegal? As he saw 
it, the law made him use force initially 
when such alleged flagrant and irre- 
mediable injustice was done to his 
family by the Yankee railroad-influ- 
enced law-enforcement officers that he 
and his brother felt, as had Jefferson 
and Washington a few decades earlier, 
that “when government becomes de- 
structive of these ends, it is the right 
of the people to alter or abolish it 
and institute a new government.” He 
noted that similar use of force with 
respect to mining claims and Spanish 
and Indian-held lands throughout the 
West was being justified as manifest 
destiny, survival of the fittest, and 
the like, though involving almost the 
- extinction of prior possessors. 

Why, then, were Jesse James’ activi- 
ties outlawed? Apparently no one 
thought that a new framework of com- 


petition between such self-seeking en-. 


terprisers might “best effect their safety 
and happiness.” Suppose he had not 


used force but, like the modern con- 
fidence man or the frontier patent- 
medicine vendor, had induced people 
voluntarily to demand his product? 
Suppose he had used the subtle tech- 
niques of the -white-collar thieves of 
that day and this? Would the skillful 
exercise of his enterpreneurial capaci- 
ties per se have justified his relatively 
small gains? Comparing himself with 
those, including Representative Oakes 
Ames and others in the United States 
Congress who helped to organize’ and 
distribute the securities of the Credit 
Mobilier through which they took over 
the Union Pacific Railroad, his activi- 
ties seemed more direct and courageous 
than the indirect and disguised eco- 
nomic coercion, manipulation of legal 
processes, social and political pressures 
which characterized an era which 
Matthew Josephson calls that of The 
Robber Barons. 

What, then, had Jesse James failed 
to do in his gain-seeking which the 
free-enterprise system requires business- 
men to do? His activity redistributed | 
the monetary claims to existing real 
income. It failed to increase the sum 
total ‘thereof. The justification for 
profits is the net increment to the sum 
total of useful goods and services 
achieved by profit-seeking activity. 
Hopefully, the increment in reward will 
not only be commensurate with or pro- 
portional to the increment in contribu- 
tion but will also be that than which 
no other known alternative use of 
resources yields a larger increment. 
Hopefully, too, each element or factor 


‘in the mix of resources will receive a 


reward equal or proportionate to its 
contribution to the increment in ` 
product mix. Any reward without 
contribution or incommensurate con- ` 
tribution is pro tanto unearned. 
Obviously, the failure of Jesse James 
is but an illustration of the kinds of 
unearned gain realized in our economy 
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TABLE 1—Somz MEASUREMENTS OF SOCIAL CHANGE 
1929 1944 1952 1959 
VITAL STATISTICS ; ` ‘ 
Population, millions 123 138 157 177 
Birth rate per 1,000 18.8 20.2 25.1 24.4 
Death rate per 1,000 11.9 10.6 9.6 9.4 
Infant mortality per 1,000 live births 67.6 39.8 31.3 36.3 
Life expectancy, males at birth 51 67 69 663 
Income, CONSUMPTION, AND SAVING š 
Disposable income, per capita 1959 dollars 1,187 1,680 1,615 1,890 
Income distribution: percentage of families with real 
personal income, in 1959 dollars, in ranges: 
$ 0-$ 2,000 39.4 13.7 15.9 14 
2,000- 4,000 37.6 25.0 22.2 21 
4,000- 6,000 10.5 26.4 26.6 23 
6,000- 8,000 4.7 18.5 17.3 18 
8,000- 10,000 5.1 6.9 10 
10,000- 15,000 7.8 7.3 6.6 9 
15,000-up 4.0 4.5 5 
Personal saving, percentage of disposable income 5.1 25.1 7.9 7.0 
_ Corporate profits, before tax, billions 9.6 23.3 36.7 48.0 
Personal consumption, per capita, 1959 prices 1,120 1,270 1,544 1,760 
Meat consumption, pounds per capita 129 201 172 194 
Kilowatt hours, per capita 0.75 1.57 2.55 3.54> 
Industrial production (1947-1949 = 100) 59 125 124 159 
EDUCATION 
Children 5 to 17 years old in school EN, 81.3 80.4 84.7 96.7 
Resident college enrollment, thousands 1,101 878 2,659 3,242 
WEALTH 
Private outlays for producers durable equipment and) 38.1 16.8 56.9 66 
new construction, billions of 1959 dollars 
Tractors on farms, thousands 91° | 2,160 3,907 4,750 
Motor vehicle registration, millions 23 26 44 59 
Net private debt, percentage of GNP 153 69 > 89 110 
Life insurance in force, per capita 850 1,050 1,770 3,250 
Hovsine 
Population per occupied nonfarm housing unit, 1930, 3.97 3.66 3.95 3.85 
1940, 1952, 1959 
Homes owned, percentage, nonfarm 43 47 54 58 
Mortgages-on 1 to 4 family homes, nonfarm, billions 19° 18 59 131 
LABOR 
Average weekly earnings in see 1959 dollars 42,30 72.60 67.97 89.47 
Hours worked per week 47.2 46.7 -40.7 39.9 
Productivity (1939 = 100) 78.1 N.A. 124.1 164b 
Unemployed, percentage of labor force 3.2 1.2 2.7 5.5 
Union members, millions 4.2 14.7 15.0 16.8 





`. a Data for 1957. 
b Data for 1958. 


Sources: Economic Report of the President, 1962; The Statistical Abstract of the United States, 
The Economic Almanac, Life Insurance Fact Book, and other standard, mostly governmental sources. 


24 Tue ANNALS OF THE AMERICAN ACADEMY 


in many areas then and today. It is 
this “reaping where they have not 
sown” which constitutes the central 
core of ethical resentment in a vast 
literature of criticism ranging from 
John T. Flynn’s Graft in Business and 
Norman Thomas’ Human Exploitation 
in Business to Stuart Chase’s A New 
_ Deal, Edward Filene’s Morals in Busi- 
ness, Frank Gibney’s The Operators, 
and current discussions of business 
subsidies, tariffs, inordinate defense 
profits, fancy expense accounts, specu- 
lative gains in real estate and the stock 
market, high-pressure advertising, tax 
loopholes, monopoly practices, price- 
fixing, tariffs, capturing government 
regulatory agencies, and the like. 


SOCIAL PERFORMANCE OF BUSINESS AN 
AUTOMATIC RESULT oF A COM- 
PETITIVE EQUILIBRIUM - 


From Adam Smith’s The Wealth of 
Nations to the January 1962 Economic 
Report of the President, the perform- 
ance of a nation’s business has been 
assessed by such measurements as the 
annual gross national product of its 
components, by capital investment, 
consumer expenditures, percentage of 
disposable income saved, employment, 
real wages, changes in productivity, 
and dozens of other indicia. A small 
sample of the items most frequently 
used in public discussions is given in 
Table 1 below. f 

Measurements of the kind here uti- 
lized obviously pose many more prob- 
lems than they solve. They are indicia 
of what has happened in the entire 
economy, not of how general business, 
industry, or a particular firm has per- 
formed. They are not equal, independ- 
ent observations of a so-called variation 
in welfare, affording reliable estimates, 
year with year, of its parameters. They 
are at most tangential to business per- 
formance. Some, such as the highly 
useful. statistic of the infant mortal- 


ity rate, show progressively smaller 
declines (“improvement”) toward a 
minimum. The increase in life expect- 
ancy likewise slows down toward some 
saddle-back optimum. Remaining un- 
moved from an optimal “heaven” would 
seem to indicate “higher” performance 
than “improving” from worse to bad. 
Averages of such varying types of ratios 
clearly have but limited meaning. 

Other measurements are aggregates, 
as, for example, the disposable income, 
per capita, in 1959 dollars. But what 
significance can one attach to such a 
computation as the 1959 figure being 
58 per cent higher than in 1929 or 41 
per cent higher than in 1944. Changes 
in the bundle of goods and services, 
changes in tastes, shifts in the distribu- 
tion of incomes, transformations in the 
conditions of employment, the base 
year employed, technological and gov- 
ernment compulsions—a host of such 
considerations make any inference with 
respect to social performance of busi- 
ness or of the economy not only hazard- 
ous but sometimes nonsensical. The 41 
per cent higher figure in 1944 over 1929 
might tempt the unwary, forgetting 
World War II with its death, danger, 
and abridgement of freedom, to make 
unwarranted comparisons of better 
“well-being” in the middle of a great . 
war than in peace. Obviously, such 
ratios of aggregates likewise have highly 
uncertain meaning. 

These and similar measurements only 
provide rough estimates of the magni- 
tude of elements in a multidimensional 
matrix. Economic performance is not 
a mere resultant of a two-dimensional 
parallelogram of forces such as the high 
school student computes by reading 
tensions on springs. The simple angles 
and distances of vectors with undirec- 
tional, single-valued linear relationships 
are child’s play compared with the 
interacting multivariate curvilinear, 
U-shaped, and dynamic relationships 
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TABLE 2—-Mayor Economic INTERDEPENDENCIES 
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with phase rule, Gestalt, and social 
milieu transformations in a universe of 
coexistences, sequences, stimuli, and re- 
sponses. The most one can hope for 
is that these relationship measurements 
can be integrated or aggregated and 
yield zone or path estimates of the 
social performance of business between 
‘relatively short periods of time in the 
same set of markets, assuming no war 
or other major disruptive force. 


Major economic interdependencies 


A flagrantly oversimplified cross sec- 
tion of some of the major economic 
interdependencies involved in the social 
performance of business is presented 
in Table 2. At the center (mpr => mpc) 
is symbolized the interacting mana- 
gerial decision-making ‘processes with 
respect to variations in conditions in 
the commodity markets. These deter- 
mine the daily increments in profits and 
costs in the four and one half million 
business firms of this nation. This is 
the field of microeconomics. Textbooks 
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are full of ingenious diagrams, involved 
mathematical analyses, and fine-spun 
logical theorizing showing what happens 
day-to-day, in the short run, in the 
long run, under various types of -de- 
mand, supply, costs, prices, taxes, and 
so on. 

At the top (msb = msc) is symbol- 
ized an economic aspect of legislative 
processes, federal, state, and local. This 
is the field of macroeconomics and 
public finance. It comprises the budget- 
making processes where expenditures 
(appropriations) accomplish steadily 
decreasing benefit in the same use 
(such as defense) or among uses and 
revenues (such as taxes) incur increas- 
ing costs as they bite deeper into tax- 
payer incomes. How large “ought” the 
product and services governmental 
budget to be? Some suggest that the 
amount where the last dollar spent 
yields no less benefit than the cost of 
the last dollar collected or surrendered 
should be a major economic principle, 
guiding the allocation and budgeting of 
the substantial portion of gross national 
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product, roughly a fifth, which is now 
used up by governments. 


Equilibrium in the factor markets | 


At the bottom (mrP = vmf) is sym- 
bolized the economic aspects of factor 
markets. This is the field of labor and 
investment economics. It indicates that 
the value of the marginal unit of the 
factor, for example, of the incremental 
amount of labor (wages paid per’ hour 
in dollars) or of capital (interest or 
profit as a percentage of investment) 
depends (also vice versa) on the in- 
crease in its unit productivity (like- 
wise expressed in revenue dollars). 
This is an involved version of the 
political formula: wages should be kept 
in line with productivity. Interest, 
profits, executive salaries likewise. 

Economists have exercised no small 
amount of ingenuity in setting forth the 
conditions under which these interde- 
pendencies result in equilibrium. When, 
in particular, is there a satisfactory 
likelihood that businessmen, by paying 
assiduous attention solely to profit- 
making, automatically pro tanto in- 
crease social benefit? The famous Eng- 
lish economist Pigou in his Economics 
of Welfare expounded the interrelations 
of the value of the marginal private- 
trade net product and the value of the 
marginal social net product and pointed 
out numerous business activities in 
which they diverged. Abba P. Lerner 
in his Economics of Control set down 
as the rule (for control) the equation: 


msb = mrP = mpr = mpc = vmf = msc, 


which, as one can see on Table 2 above, 
traces a w-line in the system of inter- 
dependencies there shown. Many other 
studies have tried to examine the avail- 
able data pertinent to one or more of 
the vectors—for example, the battery 
of tests applied by C. Wright Mills and 
M. J. Ulmer in their study of Small 
Business and Civil Welfare for the Sen- 
ate Sriall Business Committee (1946), 


those used in my monograph on Some 
Measurements of the Social Perform- 
ance of Business for the Temporary 
National Economic Committee (1940), 
those in K. W. Kapp’s excellent volume 
on The Social Costs of Private Enter- 
prise (1950) and A. F. Burns’ interna- 
tional comparisons of economic welfare 
in his Comparative Economic Organi- 
zation (1955). 


Better versus ideal output 


All economists prefer an automatic, 
self-correcting feedback - and -response 
equilibrium to a system requiring 
special manipulative controls. . They 
yearn for an underlying natural order. 
Some profess to find it, compel- 
ling the businessman precisely in the 
measure that’ he is solely concerned 
about making a profit for himself to 


“become the more and more efficient, 


untiring, though possibly unwitting and 
unwilling, instrument of social welfare. 
Some of the economic characteristics of 
such a structure are: pure competition 
(no monopolizing);. perfect competi- 
tion (full information, many buyers 
and sellers, adequate divisibility among 
the factors, none dominant); maximum 
interfirm, interregional, interproduct,. 
interprocess, and international competi- 
tion; and complete consumer sover- 
eignty in a market place that effectively 
leaves to entrepreneurial decision- 
making power within a firm only the 
scope of passive adaptation to market 
conditions, while eliminating completely 
its ability actively to control, set or. 
even influencé market prices, supplies, 
demand, or conditions. Whether busi- 
nessmen have, confidence or how they 
feel toward government becomes of no 
significance. , 
Needless to say, such conditions, al-. 
though dominant in the late eighteenth 
and early nineteenth centuries in an 
almost wholly agricultural and service 
economy, are less applicable to the 
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twentieth century when, according to 
studies of Professors Szigler, Nutter, 


and others, only about two-thirds of 


the economy can be characterized as 
competitive. 


Giant enterprise problem 


What about the remainder? This is 
the area of the billionmaire corpora- 
tions, a spectacular prodact of modern 
scientific, technological, -ransportation, 
metallurgical, chemical, electrical, cor- 
porate, and managerial revolutions. In 
these firms, the business executives have 
many options in setting target prices 
and adjusting quantities, ¿ypes of prod- 
uct, and market shares. They’ have 
grown irrevocably beyond the point of 
no return. They are the very basis of 
American strength in providing defense 
and nuclear weapons. 

They have irresistibly generated big 
` labor and big governmert. To break 

them up, even if possib.e, would. not 
restore consumer sovereignty nor dis- 
perse. decision-making power among 
myriads of firms in the self-regulating, 
geographic, functional, and product 
markets so dear to romanzic memory. 
Can measurements such as those 
listed in Table 1 above be used to 
evaluate the economic performance of 
this segment of corporate concentrates? 
Probably not. The giants become 
giants frequently by rapid growth, 
vigorous research, paying higher than 
average wages (Ford, ear-y in the cen- 
tury, doubled the daily waze rate to five 
dollars), establishing mass markets, and 
so on. For example, there occurred in 
the glass industry in the period from 
1928 to 1938 a 60 per ceat increase in 
capacity, with small enterprises in- 
creasing their share of tke market pie 
from 20 to 32 per cent; a 40 per cent 
increase in wages per hour with a 20 
per cent reduction in the length of the 
work week; and a 10 to 34 per cent 


decline in prices of various products. 
Yet the repeal of prohibition might ex- 
plain the increase in capacity, the New 
Deal and unions the increase in wages, 


- and the big depression the price decline. 


As Corwin Edwards pointed out in the . 
famous case of U. S. v. Hartford Em- 
pire Co.: 


The guilt of the defendants would then 
have depended upon the court’s conclusion 
as to the relative effects of the depression, 
repeal of prohibition, labor legislation, and 
the allocation of patent licenses in further- 
ing or retarding the industry’s economic 


- performance. 


“Limitations o f data 


Economic performance tests, severely 
limited as they are by the gross inade- 
quacy of official and objective data 
even for industries, are excruciatingly 
meager and insufficient with respect to 
the units of decision-making: the indi- 
vidual corporation or financial aggre- 
gate. Except when involved in anti- 
trust actions, they reveal only what 
they please. The little objective in- 
formation that is available on actual 
costs, actual earnings, and so on casts: 
but little light on the merits, for ex- 
ample, of the recent contest of power 
between the president of the United 
States Steel Corporation and the Presi- 
dent of the United States. The amount 
of information required as shown by the 
record of the Cement case of 1948 and 
the Pillsbury case runs as high as 7,000 
to 10,000 pages. To set up a Bureau 
of Corporations—as President Theo- 
dore Roosevelt did with a Division of 
Industrial Economics—which, as a mat- 
ter of daily routine on a corporation 
or enterprise basis, would keep on file 
the substantial amount of authenticated 
information needed to keep track cur- 
rently of how important firms with 
anticompetitive potential are meeting 
performance tests, would intolerably 
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compound and extend to all firms the 
difficulties of providing governmental 
access to internal business records, of 
legal jockeying, and of cost burdens 
now incurred in litigated cases. “Big 
brother” would indeed be looking 
closely over the shoulder of private 
business. 


Internal or external controls among 
giant enterprises 


Are there not some automatic equi- 
librating forces? A. D. H. Kaplan’s 
Big Enterprise in a Competitive System 
stresses the effectiveness of substitute 
products, even for integrated firms 
whose activities have established a com- 
manding position in the entire mix of 
product range tied together by signi- 
ficant elasticities and cross elasticities 
of demand and supply. Chemicals; 
steel and cement; automobiles, trucks, 
and locomotives; oil and gas are but 
random illustrations. Ambassador J. 
K. Galbraith’s American Capitalism 
expounds an equilibrium of counter- 
vailing power operating from different 
sides of the market: large manufac- 
turers versus chain stores and other 
large distributors or suppliers, employ- 
ers’ associations versus trade unions. 
The consumer, although having no giant 
champion, is: supposed to run away 
with the bone while the two forces fight 
it out. But, especially in periods of 
inflation, capital and labor may jointly 
extract higher profits and higher wages 
through higher prices. And large dis- 
tributors may prefer to pick on small 
suppliers or other less formidable -an- 
tagonists than the giant manufacturers. 

In short, in the area dominated by 
giant enterprise, the economists quest 
for the Holy Grail: a self-enforcing, 
frictionless, irresistible equilibrium 
sensitively converting entrepreneurial 
profit-maximization into optimal eco- 
nomic performance, which has not been 


found. At best, here and there, one 
business practice or area at a time, 
economic performance tests may bé 
useful in revealing—to steal the title of 
a series of famous British cartoons 
relished by combatants in World War I 
—“a better ’ole.” The trench soldier 
did not like the muddy hole he was in. 
He in no way looked upon it as para- 
dise. But he and his buddies were 
always on the lookout for “a better 
ole,” carefully calculating comparative 
risks versus benefits, in terms of the 
alternatives, duties, needs, and combat 
conditions then dominant where they 
were. 


Economic performance versus social 
performance 


Even if the economists do find their 
answer, the problem of estimating social 
performance is by no means solved. 
One can eschew it, as did the British 
economist Pigou, by assuming that an 
increase in economic benefit would not 
cause total social benefit to be lower. 


One can simulate an operations-research 


procedure by mobilizing appropriately 
skilled collaborators from other disci- 
plines, notably business managers, po- 
litical scientists, psychologists, public 
relations experts, and such. Each 
problem under clinical observation will 
need a corps of specialists’ dovetailed 
to the configuration or constellation of 
forces and ideas involved. 

In Table 2 above only an over- 
simplified conspectus is given of the 
economic interdependencies. Some of 
the additional factors that require as- 
sessment in the case of a practical 
decision-making problem are summarily 
indicated in the checkerboard (Table 3) 
below. - The example used is that of 
the current tariff reduction being con- 
sidered in connection with the growth 
of the new European Common Market. 
Note that the goals, the dominant inter- 
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TABLE 3—Horizons oF ANALYSIS 








TYPE OF POLICY 


INVOLVED 


Business Poricy 





Economic Unit 


The business enter- 
prise 


INDUSTRIAL PoLicy 
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Economic PoLrcY 


anne 


Pusiic PoLicy 





The industry or trade 


Primary More profits either by | Expanding markets 
objectives increasing or re- Larger share of con- 
stricting production sumer dollar 
Larger size Maximum use of 
Increased economic government to se- 
power cure tariffs, loans, 
and other aid 
Dominant The interest of stock- | The interest of the 
interest holders or pro- organized, typically 


Specialist with 


prietors 
Industrial empire- 
building 


The business manager 


the larger concerns 


The industrial leader 


practical The trade association 
knowledge executive 
The pressure group 
Problem 
Tariffs 
Advan- Higher prices Expanded share of 
tages Higher land rents market for domestic 
Higher asset value of producers 
property Eases competition 
Eliminates foreign Removes dumping 
competitors Facilitates agreements 
Opportunity for to stabilize prices, 
monopoly j sales output, etc. 
Stronger trade asso- 
s ciations 
Disad- Cuts export business | Adverse public 
vantages | Cuts activities of opinion 


importers 

Invites retaliation 
from business 
abroad 


Continuous lobbying 
to keep favorable 
legislation 


The economy 


Equal competitive 
opportunity 

Maximum consump- ` 
tion 

Capacity production 

Full employment 


Greatest good of the 
greatest number 
Consumer sovereignty 


The economist 


Encourages domestic 
diversification 

Protects infant 
industries 


Nourishes inefficient 


producers 

Less specialization of 
labor 

Lower national 
product 

Lower real wages 

Higher prices to 
consumer 





The whole life of the 
nation, economic, 
political, social, ar- 
tistic, educational 


Enlargement of human 
. liberties 

Protection of 
against strong 

Elimination of eco- 
nomic duress and 
fraud 

National security 

Conservation of nat- 
ural and 
resources 


weak 


human 


The national interest, 
len the political, re- 
ligious, and cultural 
mores comprising 
the American way 


The statesman 
The philosopher-king 


Consolidates business- 
men’s support of 
administration 

Useful instrument of 
economic warfare 

May promote eco- 
nomic self-suffi- 
ciency 


Road to war 

Puts premium on 
smuggling 

Invites foreign ex- 
change controls, 
barter arrange- 
ments, administra- 
tive discrimination, 
quotas, etc, 

Cardinal element in a 
totalitarian (fascist) 
state 








ests, the specialists, and gains and bene- 
fits vary as one progressively widens 
the horizons of one’s analysis from the 
orbit of the firm to that of the industry, 
the economy, and the nation. Obvi- 
ously, each item mentioned under ad- 
vantages and disadvantages might re- 
quire a considerable array of statistical 
index numbers and other comparisons 
of prices, costs, commodity. movements 
by item, region, and type, wage rates, 
employment, governmental operations, 
and so on. Supplemented by rigorous, 
penetrative analyses, these might be 


. mon Market. 


bundled together and hopefully syn- 
thesized to produce an evaluation 
how, on. balance, and how much the 
social performance of American busi- 
ness would (might) be “improved” 
(worsened) within a specified period of 
time by a policy providing or elimi- 
nating all barriers to trade in industrial 






THE New WELFAR teeth 


From 1939 to 1959 same Cp9zig SRN 
articles and books we 7 abo 


es 
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the logical difficulties of welfare eco- 
nomics. In 1938 Bergson published a 
seminal paper reformulating certain as- 
pects of welfare economics. Thinking 
of social welfare as a function of the 
goods bought and factors supplied, as 
shown in Table 2, he spelled out how, 
subject to the limits of production 
functions, such a social welfare could 
be maximized—namely, (1) if the 
marginal social welfare per dollar of 
each commodity be the same for all 
individuals (all can select what and 
how much); (2) if the marginal social 
diswelfare per dollar of each kind of 
work be the same for all individuals; 
(3) the marginal revenue productivity 
of each type of labor be equal to the 
wage of that type of factor; and (4) 
the increment in value from shifting a 

` marginal unit of any nonlabor factor 
from one good to another be equal to 
the costs involved in the shift. From 
these he devised a Pareto optimum 
position from which it is not possible 
to make everyone better off by re- 
allocation of the factors. 

Bergson’s article ‘stimulated many 
ingenious economists, notably Scitov- 
sky, Lange, Little, Samuelson, Arrow, 
Graaf, and Baumol, toward complete 
skepticism about the very possibility 
of a welfare economics, except by intro- 
ducing value judgments on such matters 


as distribution of income and tastes. - 


If the individual is the sole judge of 
his own welfare and if the welfare of 
the cormmunity depends solely upon, 
and can only be obtained by, integrat- 
ing the welfare of the individuals who 
comprise it, Arrow’s book on Social 
Choice and Individual Values concludes 
that a rule for passing from individual 


orderings to a social ordering consistent 


with such prior plausible axioms as 

connexity- and, -transitivity cannot be 
` found., | ‘Consistency would require 
. . an imposed: or: dictated social-welfare 
‘function. "> 





its range. . 


Starting with utilitarian individual- 
ism and using the methods of logical 
positivism, this outcome is not sur- 
prising. For society is not a loose col- 
lection of absolutely independent en- 
tities such as is a pile of sand or a 
bundle of faggots. To exaggerate indi- 
vidual differences misreads the facts as 
much as to deny them. If one assumes 
that none have any common, unifying 
humanity in them, and that each will 
break out toward some exclusive in- 
dividual interest, the achievement of 
unity will have to come from without 
by forcible compression. Where each 
is a law unto himself, Hobbes’ bellum 
omnium contra omnes becomes irrepres- 
sible save by a Leviathan state. Free- 
dom is earned each day by responsi- 
bility. Where each is obsessed with 
greedy self-interest, as, for example, in 
a band of outlaws, only a dictatorship 
of force can bring a semblance of 
protection for life and limb and order. 

In a notable “Survey of Welfare 
Economics, 1939-59” in The Economic 
Journal for June 1960, E. J. Mishan 
concludes: ‘ 


[The fact that] few welfare propositions 
can be predicted which are not in the same 
breath qualified out of existence . . . is, 
to a large extent, a consequence flowing 
from our ignorance of the world we live 
in... . What the subject badly needs is 
a strong infusion of empiricism .. . to 
bring it down to earth feet first. 


He warns, however, that: 


[The] things on which happiness ulti- 
mately depends, friendship, faith, the per- 
ception of beauty and so on are outside 
.. Thus the triumphant 
achievements of modern technology, ever- 
swifter travel, round-the-clock synthetic 
entertainment, the annual cornucopia of 
slick and glossy gadgets, which rest per- 
force on the cult of. efficiency, the single- 
minded pursuit of advancement, the crav- 
ing for success, may be exacting a fearful 
toll in human happiness. But the formal 
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elegance of welfare economics will never 
reveal it. 


A Socrat WELFARE FUNCTION 


Despite the pessimism of economists 
about measurements of the social per- 
formance of business, there is a rapidly 
growing body of concern in business 
about its social responsibilities. Pro- 
fessor Jerome Rothenberg has given it 
rigorous formulation in his book on 
The Measurement of Social Welfare. 
He contends that this regularity centers 
about attitudes toward central decision- 
making processes in the community; 
that it is this consensus that integrates 
the several institutional networks in the 


society for useful channeling of chal- 


lenge and conflict; that these related 
concepts of social valuation, while em- 
pirical, not definitively verified nor 
formalized, “represent a pulling to- 
gether of distinctive accumulating in- 
sights in cultural anthropology, learn- 
ing theory, psychoanalysis, individual 
and group field theory, political theory 
and sociological theory”; and that this 
tentative behavioral consensus can be 
considered a social-welfare function 
with the consistency, power, and rele- 
vance adequate heuristically to select 
useful measurements of the social per- 
formance of business required to dis- 
tinguish between a prevailing and a 
preferred adjustment, whether at the 
level of the firm, the industry, the 
economy, or the society. 


public interest. 


Ethics and the Rule of Law 


By Wayne A. R. Leys 


ABSTRACT: What is a businessman’s moral duty when there is 
real uncertainty in the law? Uncertainty in the meaning of 
legal regulations must be distinguished from uncertainty that 
the law will be enforced and uncertainty that the law will ac- 
complish its intended’ purpose. Assuming a moral obligation 
to obey laws that are reasonably clear in their applications, 
a businessman has no obligations to guess that an uncertain 
law requires the greatest. conceivable sacrifice. There is no 
moral culpability in trying to secure interpretations that are 
convenient and profitable. A manager does, however, have an 
‘obligation not to expose his enterprise to unbearable risks and 
not to sabotage the rule-making process, though there may be 
hopeless disagreement as to the identity of those who are doing 
these things. The common objections to bare compliance with 
law do not identify a fault in the attitude toward law but rather 
a defect in extralegal matters. As long as systems of social 
control are imperfect, there is good reason for not lumping legal 
and extralegal duties together under the word “responsibility.” 
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HAT is a businessman’s moral 
duty when there is real un- 
certainty whether a contemplated action 
will be held to be legal or illegal? This 
is, I believe, one of the most puzzling 
problems of business ethics. The prob- 
lem is encountered in those gray areas 
that are subject to regulation but where 
regulation does not follow clearly de- 
fined rules. The gray areas include 
business practices that may or may not 
be attacked as violating the antitrust 
laws depending upon who is in office 
in the coming years. The gray areas 
include tax declarations which may or 
may not be accepted ‘depending upon 
the reasoning of a revenue agent or a 
judge as yet undesignated. They in- 
clude matters subject to health and 
-building codes of which interpretation 
will vary according to whether a spec- 
tacular fire or accident gives vote-catch- 
ing value to the codes. And, then, there 
are employment practices during those 
times when regulatory bodies are just 
beginning to establish their standards 
or when a political upset at the polls 
foreshadows a change in standards. 

Do businessmen deserve moral cen- 
sure if they are convicted of violating 
law that was difficult to predict? Should 
the penalty of moral disgrace be added 
to the woes of Mr. Unlucky Guesser 
while Mr. Lucky Guesser enjoys a good 
reputation as well as his profits? Is 
bare compliance with the law sufficient? 
Is a manager morally obligated to make 
sacrifices that are beyond what he be- 
lieves to be the minimum legal require- 
ments? Does business ethics require 
fulfillment of the alleged purposes of a 
law even when the law, as officially 
interpreted, seems to be satisfied with 
something less than that? 

The issue here is our duty when we 
act in the presence of uncertain law. 
The uncertainty, it must be emphasized, 
is in the meaning and application of law. 
Such uncertainty may be created by 


the loose wording of a statute or by the 
granting of broad discretionary powers 
to an administrative agency or by 
something else.+ 


THREE KINDS oF UNCERTAINTY 


Uncertainty in the very meaning of 
the law needs to be distinguished from 
some other kinds of uncertainty. I am 
not here concerned with (1) uncertainty 
as to whether lawbreakers will be de- 
tected and punished; nor (2) the un- 
certainty that the law will accomplish 
its intended purpose. XI am not trying to 
give aid and comfort to those who take 
chances by violating laws whose ap- 
plications are reasonably predictable. 

I am not talking about laws that 
are clear in meaning but are inefficiently 
enforced. If I take a cleverly disguised 
pleasure trip, I do wrong in claiming. an 
income-tax deduction for “business trip 
expense,” even though no revenue agent 
is likely to catch the violation. By 
contrast, what I am discussing in this 
article is the expenditure which the 
revenue regulations do not clearly make 
deductible or nondeductible.? 

I am not referring to laws that are 
uncertain in the sense that they may 


1The vague reference to “something else” 
merely recognizes that there are several kinds 
of uncertainty in law. ` For examples of 
kinds that will not ‘be stressed in this paper 
see H. L. A. Hart and A. M. Honoré, Causa- 
tion in the Law (Oxford: Oxford University 
Press, 1959). These authors are concerned 
with laws whose administration requires judg- 
ments of causation, of the foreseeability of 
cause-and-effect relationships, etc. 

2 This is not the place to review the philo- 
sophical arguments for law observance. They 
usually raise the question, “What would hap- 
pen if everyone did that?” The question is 
particularly apt for those who want to evade 
a law that they do not like while expecting 
other people to obey other laws (which the 
other people do not like). The so-called 
“generalization argument” was considerably 
tightened in a recent book by Marcus G. 
Singer, Generalization in Ethics (New York: 
A. A. Knopf, 1961). 
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not accomplish their stated purpose in 
exceptional cases, 
unusual circumstances where a group of 
employees can be kept off relief only by 
my paying them less than the minimum 
wage, the payment of substandard wages 
is nevertheless a violation of law. To 
argue that such a violation is morally 
defensible is a mistake.* It is to raise 
an issue that is quite different from 
the case where no one can be very sure 
whether the Wages and Hours Division 
of the Department of Labor has juris- 
diction. 


BUSINESSMEN’s OBLIGATIONS 


The ethical issues presented by these 
various kinds of uncertainty may not, in 
all cases, be so sharply distinguishable. 
For purposes of exposition, however, I 
shall assume that it is everyone’s moral 
obligation to obey a law whose applica- 
tions are reasonably clear, whether or 
not violators are likely to be caught, and 


regardless of the probability that the- 


law will fail to have desired effects. ' 
By contrast, I shall argue on the im- 
mediate ethical question: (1) that a 
businessman has no obligation to guess 
that an uncertain law requires him to 
make the greatest conceivable sacrifice; 
(2) that managers who take big risks in 
the gray areas have, nevertheless, an 
obligation to their enterprises to be 
prudent in the assumption of such risks; 
and (3) that there are some as yet 


poorly defined. duties to avoid tactics 


that increase the uncertainty of law 
or prevent the regulatory processes from 
being as intelligent as possible. 

These opinions might be tested by 
examining .recent cases in which judg- 


3 The mistake is a confusion of the general 


effects of a public policy (which justify the , 


public policy) with the specific effects of an 
‘act that comes under the policy, See John 
Rawls, “Two Concepts of Rules,” The: Philo- 
sophical Review, Vol. 64 (1955), pp. 3-32 and 
Richard Brandt, Ethical Theory (Englewood 
Cliffs, N. J.: Prentice-Hall 1959), Chap. 15. 


If I find myself in, 


ments of monopoly, deception, and neg- 
ligence were hard to predict. But some . 
of the recent judgments have aroused . 
strong passions. In the hope, therefore, 
of avoiding the weak logic of strong 
passion, I propose the examination of 
a public policy that had the force of 
law twenty years ago, namely, the war- 
time wage stabilization. 

The reader may think that. wage 


„stabilization is an odd set of regulations 


to select for study of the businessman’s 
problem of law observance. Generally 
speaking, it was the unions that tried to 
break through the wartime ceiling on 
wage rates. . The reader may recall that 
businessmen objected to other wartime 
labor policies, such as union security 
and checkoff. Why not take them for 
study instead? 


Tue Case or WAGE REGULATION 


No, the puzzles of compliance with an 
uncertain law are easier to understand 
when we examine a law that is strongly 
supported in the business community. 
Then, we can see the contrast between 
“what is good for the nation” and “what 
is good for the company,” without the 
distraction of pro and anti business 
polemics. In the case of wage stabiliza- 
tion, the overwhelming majority of . 
employers agreed with its immediate 
purpose: labor shortages must not be 
allowed to push wages to competitive 
levels. Twelve million men were being 
taken’ out of the labor force while 
government spending was pushing pro- 
duction to almost double its previous 
volume. Without -controls, wage in- 
creases would set off an inflation that. 
might interfere with the financing of 
the war and have many other bad 
consequences. 

At the same time, slits were 
trying to keep their own operations go- 
ing. They were tempted to offer illegal 
wages, at least for: certain classes of 
scarce labor.. The enforcement problems 
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thus arising were greatest in the con- 
struction ‘industries, but they were also 
acute in many trades not closely related 
to the war effort that were losing skilled 
workers to steel, aircraft, oil, and so on. 

You may recall that, after some false 
starts, the federal government an- 
nounced what sounded like a firm public 
policy in the autumn of 1942. Wage 
stabilization and price control were be- 
lieved to be necessary for the effective 
prosecution of the war. The President, 
by Executive Order Number 9250, di- 
rected the National War Labor Board 
not to approve “any increase in the 
wage rates prevailing on September 15, 
1942, unless such increase is necessary 
to correct maladjustments or inequities, 
to eliminate substandards of living, to 
correct gross inequities, or to aid in the 
effective prosecution of the war.” The 
War Labor Board interpreted the execu- 
tive order to mean, among other things, 
that, except for inéquities and sub- 
standards, groups of employees could 
not receive increases amounting to more 
‘than 15 per cent of their average 
straight-time rates prevailing on Jan- 
uary 1, 1941.4. 

The wage-stabilization policy had the 
force of law. It was administered by a 
regulatory, agency of unprecedented size. 
Its sanctions included the threat of 
governmental seizure, the disallowance 
of expenses for tax purposes, and can- 
cellation of employment privileges as 
well as fines and imprisonment. 

In spite of the apparent simplicity of 
the policy and the heavy penalties for 
violations, wage stabilization had its 
gray areas. Some managers were 
tempted to contrive questionable wage 
contracts. The managers were, in nu- 
’ merous instances, under strong pressure 


4See the policy statement of November 6, 
1942 in The Termination Report of the Na- 
tional War Labor Board (Washington, D. C.: 
U. S. Government Printing Office, 1948), Vol. ` 
I, pp. 187-188. è 
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‘from a union. They were experiencing 


great difficulty in recruiting and holding 
a work force. Many of them were com- 
peting for employees with companies 
and industries that, by historical ac- 
cident or by clever evasion, were offer- 
ing higher wages. The demand for ever 
greater production came from the usual 
sources plus the armed services and an 
aroused, patriotic public opinion. 


Gray AREAS 


What were the gray areas? Prior to 
the fall of 1942, there was uncertainty 
about the extent of increases that would 
be permitted because of increases in 
the cost of living. During the early part 
of 1943, no one could say for sure what 
the prevailing wage rates were in vari- 
ous areas; inequities, therefore, were 
arguable from competing sets of data. 
In 1944 there continued to be uncer- 


-tainty about fringe benefits—such as 


paid vacations and welfare funds—and 
new incentive wage plans. Throughout 
the war, there was difficulty in classify- 
ing some jobs. Reclassification of jobs 
and of workers in jobs remained a wordy 
art; it never became a science. 

Was an employer morally culpable if 
he guessed that a convenient and em- 
ployee-holding increase in one of these 
gray areas would be approved? Was he 
doing anything wrong when, in these 
same gray areas, he guessed that he 
would be upheld in resisting an increase 
that was inconvenient and unprofitable 
for him? 

To have called such an employer un- 
ethical would have been to misunder- 
stand the intertwined rule-making and 
adjudicating processes. Take as an il- 
lustration the classification of jobs and 
the determination of prevailing rates 
for those jobs. Several seasons were 
required to accumulate and analyze the 
information that was needed to deter- 
mine prevailing area rates. During Jong 
months, the staff and members of the 
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War Labor Board were securing this 


knowledge by hearing arguments about 
the comparability of various jobs. The 
process of establishing regulations de- 
pended upon the exchange of ideas and 
the persuasive efforts of interested 
parties. In some instances, it was only 
when an interested party tested the 
gray area that anything like a definable 
rule emerged from the process. The 
man who did not press his claim left 
the determination to parties that had 
other needs and, possibly, adverse in- 
terests. He might even be victimized 


by a statistical error, like the one in 


the Cleveland region, discovered ‘too 
late to be a rectified without a lot of 
trouble. 

If it was not unethical per se to probe 
the gray areas by interpreting regula- 
tions in the manner most convenient for 
one’s business, were there no ethical 
limits to partisanship? Suppose that 
I had been desperate for machinists and 
that I had decided to classify ordinary 
machinists, with routine maintenance 
duties, as tool makers? Or suppose that 
I had a plentiful supply of assemblers 
and that I introduced a piece-rate plan 
which would repay: normal effort with 
_ the equivalent of the straight-time rate 
of thirty-five cents per hour? The un- 
certainty of War Labor Board rulings 
was common knowledge. According to 
a joke that went the rounds, there were 
only eight “common laborers’ left in 
the airframe industry in California. So, 
why not stretch the definitions? 


- LIMITS on GAMBLING 


There were two restraints on such 
gambling. The first was an obligation 
to my company to be prudent in its 
management. If I took a very long 
chance on the interpretation of an un- 
certain government policy, I accepted 
not merely the chance of increased prof- 
its but also the chance of an adverse 
order from the War Labor Board and, 


with that adverse order, the possibility 
of trouble from other war agencies. 
There was also the prospect of hurting 
reputations, that of the company and 
my own. As with any risks, I was 
duty bound to ask whether the company 
and I could afford to take these risks.’ 

The second ethical restraint on parti- 
sanship in the wage-stabilization process 
was a poorly defined obligation to be 
“co-operative”-—to an extent. The busi- 
ness community, the unions, the lawyers, 
and “the public” had somewhat differ- 
ent expectations, but none of them con- 
doned conspiracies to keep the rule- 
making processes from clearing up gray 
areas. According to many opinions, an 
interested party might exhaust all legal 
remedies while fighting and delaying a 
rule or an order that he believed to be 
incorrect. He might take heroic risks 
to secure what he believed to be the 
purpose of wage stabilization. But 
whatever admiration there was for a 
man who went down fighting usually 
disappeared if the man was found to 
have falsified records or to have other- 
wise tried to corrupt the wage-stabiliz- 
ing process. 

A complicated set of regulations, such 
as the wartime wage stabilization, could 
not be developed and applied in neatly 
separated activities called “rule-mak- 
ing” and “adjudication.” 6 When any- 
one saw how necessary was the interplay 
of partisan contention and official judg- 
ment, he might wish that the entire pro-. 


5 There is always a danger that a gray-area 
tester will become a black-and-white area 
violator. It is one thing to say, “PI take a 
chance that the Board or the courts will not 
punish people who do XYZ.” It is quite an- 
other thing to say, “The government punishes 
people who are convicted of ABC. I'll do 
ABC, on the chance that I won’t be caught 
and convicted.” 

6 This point is well developed with reference 
to a number of regulatory agencies in Mark 
S. Massel, “The Regulatory Process.” Law 
and Contemporary Problems, Vol. 26 (Spring 
1961), pp. 181-202. 
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cedure should become a problem-solving 

‘process and each participant be judged 
by the extent to which he helped to 
solve the problems. The flaw in this 
broad-minded view was that the partici- 
pants could not agree on the precise 
nature of the problem which they were 
all helping to solve." 


SUMMARY 


Summarizing these reflections upon 
wage stabilization, I should say that: 

(1) Where there is real uncertainty in 
a public policy that has the force of 
law, a man does not violate his obliga- 
tion to be law abiding if he guesses that 


a profitable or convenient activity will - 


be upheld; 
(2) He does, however, assume a risk 


for himself and his company, and he has 


an obligation to his company to assume 
no greater risks than his company can 
afford, both, by way of possible legal 
penalties and possible moral censure 
from a not-too-discriminating public; 

(3) He also has an obligation not to 
sabotage the rule-making process, but 
the judgment: of his fidelity to this 
obligation is controversial. There will 
be agreement that he has such an obliga- 
tion but not on what it is. 

May the foregoing conclusions be 
accepted as stating the relation of law 
and ethics in business generally? I do 
not know. The reader may think of 
many situations in which very different 
opinions seem reasonable. I shall, in 
concluding, anticipate only one objec- 
tion. 

What about the objection that no man 


T See Gail Kennedy, “The Process of Evalua- 
tion in a Democratic Community.” The 
Journal of Philosophy, Vol. 56 (March 12, 
1959), pp. 253-263. Although Professor Ken- 
nedy held out hope of an eventual consensus 
concerning the nature of public problems, 
Charner Perry and I found such optimism to 
be rather rare. See Leys and Perry, Philos- 
ophy and the Public Interest (Chicago, 1959). 


may ethically do that which, in his 
opinion, destroys or damages a common 
good, even though such an action is 
within the law? Consider two examples. 

(1) A businessman helps to merge 
two enterprises. The merger will pro- 
vide handsome tax advantages for him- 
self and others who will be leaving the 
scene. But the businessman knows that 
it is a monstrous merger, for the opera- 


tions that are combined require man- 


agerial skills so varied that no single 
management is likely to possess them 
all. 

(2) A manufacturer discovers that 
he can greatly increase his profits by 
making and distributing a product that 
is probably well within the law but, in 
his opinion, it is dangerous to health 
and should be prohibited by law. In 
spite of these qualms, the manufacturer 
seizes his profit opportunity. 


IMPERFECTION OF LAW 


These two cases are examples of 
imperfection in our system of social 
control. There are discrepancies be- 
tween the good, as someone sees it, and’ 
the actual results achieved by law. Law, 


‘custom, and public opinion are formed 


by men who aim at good results. But 
legislators sometimes tolerate evils be- 
cause the costs of enforcing an effective 
law would be too high or because they 
have not been able to resolve their dif- 
ferences regarding the good to be ob- 
tained or the means to be used. 

Our society accepts and is grateful 
for the voluntary sacrifices of men who 
go beyond the call of duty. They 
partially mitigate the evils that arise 
from the imperfections of legally en- 
forceable regulations. Most of us edu- 
cate our children so that they will make 
some sacrifices of this character. If 
moral education is successful, the chil- 
dren have to do more than stay within 
the law in ofder to retain their own 
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self-respect and the respect of the kind. 
of persons they have been taught to 
seek out. ` 

What about the citizen who- does not 
have a conscience that makes him feél 
responsible for the common good? 
Should we not put moral pressure on 
him, so that he does not-use the imper- 
fections of the law to pursue antisocial 
purposes? Must we tolerate the chiseler, 
the loophole artist, and the questionable 
character who barely complies with the 
law? f 

My answer to this question is that, 
in a free country, anyone may voice 
his objections to anything. But the 
objections to minimal compliance with 
lawful regulation are misdirected if we 
say that the bare-compliance man has a 
faulty attitude toward the law. It is 
his attitude toward common goods other 


than the law that we find deficient. 
What irks us is his indifference to health 
and public safety and national security 
and future solvency. 

T hope that these distinctions will not 
sound Pickwickian. They seem to me 
to be needed for the following reasons. 
First, not all common goods are likely 
to be secured and preserved by legisla- - 
tion and the regulatory processes: a 
moral education that lumps all legal and 
extralegal responsibilities together and 


` calls them “responsibility” obscures the 


voluntary nature of a considerable part 
of morality. Second, the misplacement 
of charity and love in the development 
of judicial and administrative regulation 
overlooks the need in the regulatory 
processes for partisan attitudes and the. 
mutual criticism that partisan attitudes 
make possible. 
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F corporate managers still believe 

themselves free to consider whether 
or not to permit “the public interest” 
to affect their decisions, they operate 
under cover of a most agreeable myth: 
the public interest will be attended to 
not by them individually but by the 
unforced, barely visible, always benign 
operations of “the economic system.” 
As they are self-seeking, the system 
will be altruistic. The Myth of the 
Unseen Hand is an understandably dur- 
able one. Though treated with secure 
irony in Economics 1 courses, it re- 
mains the common theoretical founda- 
tion of both our economic and our 
political conduct. 

Its unadorned, classic formulation 
was supplied in the eighteenth century. 
Immanuel Kant defended a state in 
which even “a people of devils” would 
work for the common good—“provided 
they have intelligence,’ he added. 
David Hume defended a republican 
form of government because, ‘in it, even 
“bad men” would find it in their private 
interest to act for the public good. 
James Madison defended the fragmenta- 
tion of power ordained by the Constitu- 
tion on the ground that “men are not 
angels.” The specifically economic ac- 
cent was fashioned by Adam Smith’s 
engaging formula: the rational pursuit 
of self-interest on the part of individuals 
—and, by implication, on the part of 
groups which are genuinely theirs—will 
ineluctably ensure the emergence of a 
just economic order. This formulation 
continues to surround our self-seeking 
economic action with an atmosphere of 
public respectability. It is our great 
apology for selfishness. ; 

Yet, when we voice it today, we do so 
with increasing diffidence. We look 
about to see that no congressman at 
home and no socialist abroad will over- 
hear us. After we claim that the policy 
decisions in the interest of our corpora- 
tion, our labor union, or our professional 


association are really good for the 
country, we feel vaguely impelled to 
retract our statement. l 

Why has Adam Smith’s defense lost 
force? Why do we apologetically grope 
for a new basis of legitimacy? 

The facts, as we know but will not 
acknowledge, have corrupted our case 
for the pursuit of private interests. 
After all, the modern corporation is a 
large-scale, multiple-purpose organiza- 
tion. It no longer belongs to a group - 
of individuals who have banded together 
to pursue a single, shared purpose. If 
it can be said to belong to anyone at 
all, it is today the property of various 
groups whose interests conflict. 


CORPORATE EXPANSIVENESS 


A growing scholarly literature has 
amply shown how extensively the states 
circumscribed the business corporation 
prior to the Civil War. As a condition 
for granting corporate charters, the 
states acted as if to make sure that the 
facts would continue to accommodate 
the economic science of the eighteenth 
century. In effect, they insisted that 
the new artificial creature remain pub- 
licly accountable. To this end, they 
sought to make it likely that it would 
really belong to individual persons who 
saw. eye to eye on thè corporation’s 
goal and that the corporation itself 
would remain a single-purpose organiza- 
tion. A good number of the states 
consequently kept the corporation small 
in scale, confined it to only one type of 
business, and limited the amount of land 
it could own. To give meaning to these 
restrictions, they authorized court-ap- 
pointed visitors to scrutinize its opera- 
tions, and they made the corporate 
charter subject to review after a speci- 
fied number of years. 

Today, these restraints have been 
thrown off. Modern technology has 
widened the span of the corporation’s 
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control beyond all eighteenth-century 
presentiments. It needs no stressing 
that giant-size corporations in fact de- 
termine the level and the distribution 
of national income, that they direct the 
allocation of resources, that they decide 
the extent and the rate of technological 
and economic development. They. fix 
the level and the conditions of employ- 
ment, the structure of wage rates, and 
the terms, tempo, and season of produc- 
tion not only for themselves but also for 
their smaller neighbors who obligingly 
use their bargaining agreements as 
models. They decide which labor mar- 
kets and skills to use and which to 
reject. And they control the quality of 
goods and services as well as the quanti- 
ties and standards of consumption. As , 
they engage in their myriad operations, 
they embrace—generally with unfeigned 
tenderness—equity owners, employees, 
suppliers, distributors, and, despite in- 
credibly humble protestations to the 
contrary,’ the mass of consumers. 

These facts alone testify to the nature 
of the new role that has had to be as- 
sumed by corporate decisions makers. 
Top management no longer advances 
the common cause of a homogeneous 
group but has clearly emerged in the 
position where it has to resolve conflicts 
of interests, and this even when those 
interests themselves cannot meaning- 
fully participate in the decision-making 
process. This new managerial role has 
precipitated the crisis in legitimacy and 
the quest for a new apologetics. 

But, thanks to an additional develop- 


1 Thus, in November of 1961, Roy E. 
Larsen informed members of the Association 
of National Advertisers that their activity 
“has not and could not create wants that did 
not exist, nor bring forth needs from the 
infertile soil of public apathy.’ Mr. Larsen 
is a director of the Ford Foundation, chair- 
man of the Fund for the Advancement of 
Education, an overseer of Harvard University, 
and chairman of the executive committee of 
Time, Inc. ` 
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ment, the legitimacy of corporate power 
is in still greater doubt. Since corpora- 
tions control an actual surfeit of ma- 
terial and financial resources, they have 
acquired the means to promote not 
only economic policies but social ones 
as well. Innocently obedient to the 
dictates of mass production, they have 
been able to retain earnings which have 
made it possible for them to engage in 
activities hard to place on balance 
sheets. Corporate managers have been 
led to assume the roles of industrial 
statesmen, quite naturally emerging as 
stewards of the public interest. They 
have begun to act as if duly commis- 
sioned to form a more perfect union, to 
promote the general welfare, and, ulti- 
mately, to secure the blessing of liberty 
to ourselves and our posterity. Their 
conscience, if not their sense of prud- 
ence, has summoned them to invade, 
occupy, and govern the realm of human 
ends—that is,.to define and supply 
cultural, spiritual, private goods. 


IMPENDING CONTROLS 


Clearly, the modern corporation no 
longer reprėsents the limited and shared 
interest of its owners. It no longer 
belongs to a homogeneous group of in- 
dividuals who have banded together 
to pursue their own well-defined ob- 
jective. To ask it to make decisions 
in reference to its interest is, therefore, 
to give it most ambiguous advice. 
Which of its alternative decisions— 
whether in the field of pricing, research, 
relocation, advertising, styling, or in- 
vestment-——is truly in its interest? Is it 
not true that the adoption of any cor- 
porate policy necessarily discriminates 
against some group embraced by the 
corporation? Since adversely affected 
groups have no institutionalized chan- 
nels for monitoring and controlling cor- 
porate policy, and since ownership has 
ceased to bestow title to power, what 
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enables corporate legislators to claim 
legitimacy for their laws? In the face 
of these questions, it is no wonder that 
industrial leaders have become uneasy 
and defensive, going as far as to em- 
ploy specialists to write elevated in- 
stitutional commercials, compose well- 
publicized speeches, and summarize 
academic articles on the ethics of busi- 
ness enterprise. They have begun to 
sense that their pursuit of a whole range 
of objectives and their massive power 
to implement their decisions have trans- 
formed their private affairs into public 
ones. 

It is this transformation which has 
made it apparent that large-scale cor- 
porations are subject, in principle, to 
public control, Exercising the power to 
make public law, they are subject to 
those checks and balances which we are 
by tradition committed to impose on all 
public agencies—even those it still 
pleases us to call “private”? so that we 
can imply “Keep Out!” Public govern- 
ment, we know, has every warrant to 
use whatever power is at its disposal to 
force merely nominally private concerns 
to act in the public interest. l 

Assuming the power to govern con- 
flicting interests and aiming less at 
short-term profit and more at long- 
range welfare, business corporations are 
doubly exposed to public regulation. 
They invite us to judge their public 
policies not by economic criteria but by 
political ones. They make the test of 
the validity of their decisions what has 
been the test of all public policy, at 
least since the eighteenth century: its 
acceptability in the political arena, not 
in the market place. As the effective- 
ness of their pricing and advertising 
techniques subvert the classical check 
‘on their operations, as they become free 
to act as public benefactors, corpora- 
tions make economic criteria increas- 
ingly irrelevant. The checks on their 
activities gradually cease to. be calcu- 


lable economic ones. And, as economic 
criteria—which always assume given 
ends—erode, the channels are open for 
the application of public standards up- 
held through public agencies. 

If this analysis is sound, it is under- 
standable why corporate managers are 
concerned with the effect of their de- 
cisions on the public interest. At what- 
ever dollars-and-cents loss, they must 
consider and accept public values, lest 
they provoke the state to assert itself 
vis-a-vis the economy. Their failure 
to do so exposes their enterprises to 
state regulation. 


Tue New Cririque. ' 

It is true, of course, that those who 
have pressed for state regulation have 
gained no across-the-board victories, 
that socialism has indeed been merely 
creeping. Yet the case for more 
thorough-going state action has- been 
made with increasing cogency during the 
last two decades. Given the recent 
sensitivity of corporate managers to 
public concerns and given our relative 
prosperity, this would seem paradoxical. 
But, in fact, it is the very solicitude of 
corporations and our very affluence which 
have given an edge to critical voices. 

As we are moving ‘toward material 
abundance, so it is being maintained, ` 
technological efficiency should not be 
the sole criterion for determining what 
is economical. ‘There are nontechno- 
logical, noneconomic values in life, and 
the centralized, large-scale corporation 
does not take due account of them. 
Thus, instead of making assembly-line 
work more various and exciting, it 
prefers to maintain dull routines in the 
interest of wages and profits. Failing 
to make social calculations, industry 
adheres to a narrow standard of effi- 
ciency and economy. It fails to jettison 
some of the economies of large-scale 
production. It is insensitive to alter- 
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‘native ways of imposing an industrial 
discipline and rearranging the work 
process. It is unprepared to pay for 
experiments which are unprofitable—ex- 
cept in human terms. All this, so it has 
become plausible to argue, is intolerable 
‘when profits and wages show a clear 
excess over need, an excess which en- 
ables well-incorporated workers, man- 
agers, and stockholders to “consume” 
leisure. 

Since corporations are institutionally 
incapable of making policy in reference 
to standards other than those of effi- 
ciency and economy, so the criticism 
runs, the state will have to act. It 
may either supervise them so that social 
values will be introduced or else it may 
break them into fragments so that the 
classical competitive market will auto- 
matically take care of social values. 

However soft the rhetoric, the first of 
these criticisms is directed toward the 
socializing or nationalizing of economic 
enterprise. It is certainly too easy. to 
dismiss the argument for socialization 
summarily by calling it politically un- 
realistic. But perhaps it suffices to say 
that the liberal-democratic conditions 
for socialization—namely, a public gov- 
ernment consistently responsible in its 
operations and immune to capture by 
the very groups it is empowered to regu- 
late—are simply not present today. 
Without such government, let it be said 
bluntly, socialization would surely. be 
‘a disaster for liberty. 

What of the alternative of shattering 
the corporation so that workers and 
consumers become free to bid for the 
jobs and goods they value? Such a 
program, although it would feed the 
antitechnological nostalgia manifest in 
our national fondness for hobbies, bar- 
becue pits, and Grandma Moses primi- 
tives, would give us an economy we are 
unprepared to accept voluntarily. In 
practice, we will not deprive ourselves 
of the mass-produced article, though we 


may want it to be tastier; more quiet, 
or less perishable. And, although the 
statistics leave room for doubt, it would 
seem that to sacrifice the giant corpora- 
tion is to surrender the efficiencies of 
large-scale research, purchasing, produc- 
tion, and distribution. If, then, both 
socialization and fragmentation are un- 
desirable—that is, if the large-scale 
business corporation is to be maintained 
as a viable entity—corporate managers 
themselves will have to consider non- 
technological and noneconomic factors 
as they make their decisions. At a price 
that has not yet been discussed, they 
will have to consider the public interest. 


PROCEDURES AS NORM 


To affirm this is to lead up to one of 
the central questions of contemporary 
political theory: Precisely what is the 
public interest? To be sure, political 
philosophers have asked, “What is the 
just state?” since the days of classical 
antiquity. But the conditions under 
which we speculate about the goals of 
public action today have changed dra- 
matically, so that only a newly formu- 
lated response can strike us as pertinent. 
The steady extension of the right to 
participate in politics, the virtually un- 
limited application of machine power 
to merely human industry, and the con- 
current organizational revolution of the 
modern age have all created conditions 
which beg not so much for a novel an- 
swer as for the use of an idiom so com- 
pellingly relevant that it will drive us 
to gear our institutions to our ideals. 

Of the major themes of political phi- 
losophy, the one which has traditionally 
been associated with the ideal of liberal- 


democratic constitutionalism is the be- 


lief that all claims to power are suspect. 
Every race, caste, class, or elite which 
presumes to know what is just must be 
considered to be fallible. It is not that 
power tends to corrupt—a dubious gen- 
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eralization in any case—but, rather, 
that man’s knowledge of the public in- 
terest is always merely human. From 
this perspective of skepticism, it follows 
that to establish a just regime we must 
simultaneously grant and withhold au- 
` thority to govern. On the one hand, we 
must empower our legislators to pre- 
serve the integrity of the political order 
against insurgents who presume to know 
the public interest and are prepared to 
impose it. Where the integrity of the 
state is concerned, we must limit the 
power of our rulers, as Hamilton noted 
in Federalist Number 23, only by the 
exigency which calls for its exercise— 
a formula prescribing few limits indeed. 
And, on the other hand, we must sub- 
ject our rulers to a system of checks, 
lest they obey their private sense of 
justice and seek to do more than pre- 


serve the political order. Here we must. 


require that those who, in fact, exercise 
the power to govern in the public realm 
do not themselves presume to establish 
justice, welfare, or happiness. How- 
ever estimable their private notions, 
they must be kept from impregnating 
the state with them. 

In this political tradition, the state is 
not itself an engine for the creation of 
virtue. It merely makes it possible for 
individuals—and the associations which 
truly belong to them—to pursue ulti- 
mate goods. It provides the conditions 
for the pursuit of happiness in private 
life. Its function is not to make us 
virtuous, to define our tastes, or to 
orient our preferences, but rather to 


keep us from becoming overbearing in’ 


public. It is thus concerned with pre- 
serving enough public order to enable 
us-to carry on our own affairs.. Its 
perpetual task, so we should contin- 
uously remind ourselves, is the preserva- 
tion of politics—and the preservation 
of nothing else. 

This must imply that, in constitu- 
ional democracies, the public interest 


has no substantive content whatever. 
It is exclusively procedural in character. 


` Its sole objective is to facilitate public 


debate of issues so as to provide all 
interests significantly affected by public 
enactments with the opportunity to par- 
ticipate in their formulation. The only 
authentic public concern is to keep the 
ends of life open and uncongealed, to 
provide the conditions for, but not the 
substance of, our various private lives. 
This conception of the public in- 
terest demands acceptance of a limited 
state. But, at the same time, it fully 
encourages state support of whatever 
makes men self-reliant and public- 
spirited, whether this be physical health, 
decent housing, nondiscriminatory em- 
ployment, respectable education, or 
meaningful recreation. These matters 


require public sponsorship not because 


such sponsorship is just—about this we 
can never be certain—but merely be- 
cause it is in the public interest to 
nurture those habits of mind and con- 
duct which make us genuinely civil. 


Poricy ALTERNATIVES 


If, then, we believe it to be desirable 
to do no more than to keep the political 
machinery in good repair, what should 
we expect of ‘corporate managers as 
they proceed to make policy in reference 
to the public interest? It should be 
evident that they will have to con- 
tribute financial resources at their dis- 
posal to the maintenance of the pro- 
cedures of an operating constitutional 
democracy. At bottom, this requires 
that they themselves initiate and under- 
write policies which support whatever 
may be conducive to making the right 
to vote meaningful. This imperative 
entails much that remains undiscussed. 
Corporate managers will have to ask 
themselves a whole set of questions, ask- 
ing these not as citizens but as legis- 
lators. What kind of associations are 
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essential to give force to our conflicting 
political views? What kind of educa- 
tion makes us charitable in our public 
life? What kind of political cam- 
paigns are necessary to give us a maxi- 
mum of choice? What degree of eco- 
nomic and social equality must be 
achieved to undercut our alienation from 
conventional politics? What kind of 
technological disciplines and organiza- 
tional blueprints are essential for culti- 
vating our sense of self-esteem and 
civility? The effect of answering these 
questions is to outline practical pro- 
grams whose direct financial support by 
the corporation is in the public interest. 
To follow them up is to keep ours an 
open-ended society in which no public 
law is ever beyond amendment. It is 
to act in behalf of means, not ends. 

To do so is certainly no easier for 
corporate managers than for elected 
public officials. In the face of a politics 
which is intentionally interminable, we 
readily lose patience and determine to 
do what may seem so obviously right— 
whether it be the fluoridation of water 
or the support of General Walker. The 
danger is precisely that we do not 
merely attend to procedures but move 
into the realm of substance, attempting 
to set the tone, texture, and flavor of 
public life, standardizing leisure, pat- 
terning freedom, and thereby hoping to 
give individuals fulfillment and purpose. 
Thus we are ever tempted to attach 
strings to our aid, to give grants to 
research institutes, municipal agencies, 
or educational centers with an explicit 
or implicit concern for the outcome of 
supported ventures. The danger is that 
we foster more than the public interest 
demands, that we remain unsatisfied 
when we merely extend the range of 
private judgment and private conduct. 
In short, public action in the public 
interest prescribes vigorous action but 

_within a delimited sphere. l 


THE NEED FOR RESTRAINTS 


Should these recommendations for 
more clearly defensible corporate proj- 
ects have force, this will be because they 
happen to appeal to that corporate elite 
which today exercises immense power 
over our work and leisure. To say 
this is at once to concede a major im- 
balance in our governmental system— 
for we certainly do not traditionally 
seek to appeal to those whom we have 
entrusted with the instrument of govern- 
ment. It should not sit well with 
Americans to make recommendations 
which may be graciously accepted or 
dismissed as gratuitous. We should 
care not whether our lawmakers operate 
with a clear conscience but whether 
they must listen to us. We consider 
their attentiveness to be the price of 
their office. We know that those who 
govern us are more likely to restrain 
themselves when institutions impose re- 
straints, not when we trust their good 
will. Thus we still hold with Jefferson 
that a just government “is founded in 
jealousy and not in confidence; it is 
jealousy and not confidence which pre- 
scribes limited constitutions to bind 
down those whom we are obliged to 
trust with power. .. ”? And we agree 
with Hamilton that: 


. in contriving any system of govern- 
ment and fixing the several checks and 
controls of the constitution, every man 
ought to be supposed a knave; and to 
have no other end, in all his actions, but 
private interests. By this interest we must 
govern him; and, by means of it, make 
him co-operate to public. good, notwith- 
standing his insatiable avarice and ambition. 


Traditionally and rightly, we have dis- 
trusted the custodians of the public 
interest, even those who have been most 
generous in the exercise of their trustee- 
ship. Rather than worry about a lack 
of moral zeal, we have been made 
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anxious by that excess which enthu- 
silastic men of good will feel impelled to 
translate into public projects. Thus we 
have been concerned with perfecting 
devices for compelling our rulers to 
repress their crusading spirit. It is this 
concern, in the final analysis, which has 
made us separate church from state, 
. private morality from public politics. 
We have consequently deemed it of 
prime importance.to maintain institu- 


tional checks on all who have the power’ 


to act in the public interest. 

If we similarly desire to restrain 
corporate policy makers, we will have 
to develop the institutions to make the 
restraints effective. In practice—that 
is, in the light of our present-day 
acquiescence in the uncontrolled exer- 
cise of corporate power—this may 
mean that corporations themselves 
must reconsider ‘their organizational 
charts, thereby at least postponing 
their nemesis. They .may have to 
experiment with arrangements which 
separate officers making policy in be- 
half of the corporation from those 
making policy in behalf of the public. 
To encourage friction between those 
two branches of corporate government, 
to prevent their collusion, what may 


be required is a deliberate effort to . 
establish offices whose guiding spirits . 


will not be corporation men. Its mem- 
bers will have to be devoted not to 
polishing the corporate image by sound 
public relations but to fostering the 
conditions for public life in America. 
To preserve the independence of such 
branches of public affairs, they may 
have to be protected against their 
necessarily profit-minded co-ordinate 
branches. It is by no means clear how 
such protection may be assured.. Con- 


ceivably, as has been suggested, one. 


member of the board of directors may 


be committed to public affairs, and the, 


new public-affairs branch may be held 
accountable to him alone. More radi- 


cally, the corporation may. divest it- 
self entirely of its public concerns, to- 
do what the Ford family attempted 
in establishing an independent Ford 
Foundation. 


Tue VOICE or PRUDENCE 


None of these steps will satisfy those 
who fear, not without reason, the 
emergence of a new corporatism oper- 
ating under cover of democratic profes- 
sions and pseudodemocratic practices. 
They will not satisfy those who insist 
that publicly responsible officers must 
directly participate in the affairs of the 
large-scale business corporation espe- 
cially when the distinction between its 
self-regarding and its socially oriented 
policy becomes a fiction. Direct public 
control of public enterprises is, after 
all, a time-tested American principle. © 
To recall this is to recognize that self- 
initiated innovation in corporate or- 
ganization is dictated by prudence. 
Principle reinforced by tradition de- 
mands more. ‘To disregard the prin- 
ciple is to provoke the kind of general 
public regulation for which our politi- 
cal institutions are scarcely prepared— 
at least so far. 

‘Advice such as this does not, un- 
fortunately, solve the altogether practi- 
cal problem of the extent to which 
corporate managers should now allocate 
the men and money at their disposal 
to public -purposes.. However, this 
question is not one which ‘can be 
settled theoretically, in the abstract. 


“To answer it requires political talent, 


the ability to weigh unstable compet- 
ing demands—including barely audible 
ones—and to perceive the probable 
consequences of their satisfaction. 
Such skill and insight come from ex- 
perience, not from following the ab- 
stract formulas of philosophers, moral- 

2 A superb illustration of this proposition is 
Stimson Bullits To Be a Politician (New 
York: Doubleday, 1959). i 
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ists, or even political scientists. They 
come from experience gained not in 
corporate life but in political life. 
Political life, however, is infinitely 
tougher.” It knows many more losers 
than winners. It is more full of disap- 
pointments and defeats. Should corpo- 
rate managers become fully aware of 
the agony of politics, they may yet 
persuade themselves to withdraw from 
the public arena altogether and do 
their utmost to maximize economic 
profits. They may yet encourage legis- 
lation which frankly taxes their non- 
economic ventures and frees them to 
devote themselves fully to the clear- 


cut economic. interest of stockholders. 
They would thereby provide the wealth 
which makes political life—and its in- 
evitable defeats—possible to bear. Di- 
rectly enriching the private sphere of 
our activities, they would provide the 
precondition for the politics of demo- 
cratic regimes. Such private enterprise 
should be enough to fill their days.’ 

3The author desires to acknowledge the 
stimulation he has received from the publica- 
tions of the Center for the Study of Demo- 
cratic Institutions, especially those by W. H. 
Ferry, Andrew Hacker, Arthur S. Miller, and 
Michael D. Reagan. He has also profited 
from the criticisms of one of his colleagues, 
Harry W. Pearson. 


The Corporation in External Affairs 


By STANLEY D. METZGER 


ABSTRACT: Business goes abroad and stays abroad for busi- 
ness reasons—-for earnings. This limits the role it can play 
in economic development of underdeveloped countries, which 
requires large amounts of social overhead which business can- 
not supply. Nevertheless, business has an important, if second- 
ary, role to play and can play it if, instead of seeking com- 

. mitments protecting investment, it and the host countries make 
business judgments, on a self-interest basis, to invest and to 
welcome investment. Developing countries will attempt to 
make such judgments, despite their mixed feelings about pri- 
vate investment, because of their need for capital, in the 
process attempting to guard against outside domination. 
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USINESS goes abroad for business 

reasons: whether the foreign coun- 
try is an efficient source of supply or a 
good market will determine whether 
business goes abroad, as well as in the 
form in which it acts—through trading 
or investment enterprises. Although the 
modern corporation, once it is abroad, 
may be required to function in its in- 
ternational relations as a “quasi-politi- 
cal” institution, to use Berle’s phrase, 
its decision whether to become involved 
abroad at all will follow a judgment 
_ that its foreign activity will be a good 
earning source either ancillary to or 
in place of other alternative domestic 
sources, 


Tue Pursurr or EARNINGS 


This elementary consideration, sur- 
prisingly, can often be lost sight of in 
discussions, though not in business- 
men’s thinking, about how investment 
and trade happen. A few years ago, a 
subcommittee of the House Ways and 
Means Committee held extensive hear- 
ings on the subject of incentives to for- 
eign investment. Many businessmen 
and their lawyers testified to the desir- 
ability of removing tax obstacles to in- 
vestment abroad and of adopting cer- 
tain other meastires to counteract the 
political and economic conditions which 
serve to discourage investment. Toward 
the end.of the hearing, there appeared 
Paul R. Porter, former Coordinator of 
Aid to Greece and a supporter of what 
later became the Boggs bill to reduce 
taxes on income from overseas invest- 
ment (which did not pass). He re- 
counted sadly the story of efforts to 
increase private foreign investment in 
Greece. Greece, he pointed out, had 
© received massive American public funds 
to support its military forces, to relieve 


‘devastation, and to spur its economic . 


development; it had a stable govern- 
ment and an eminently satisfactory 
local legal framework for private in- 


vestment; it was a party to a Friend- 


‘ship, Commerce and Navigation Treaty 


with the United States with the best 
protections against discrimination or 
expropriation without compensation 
which are negotiable; and it partici- 
pated in the American Investment 
Guaranty Program, which insures new 
investors against risk of loss on ac- 
count of expropriation of investments 
and inconvertibility of earnings on, or 
capital of, the investment should it be 
liquidated voluntarily. 

Despite this favorable climate for 
investment, there had been very little 
increase in trade with or investment in 
Greece, according to Porter. The 
reason was clear: Greece simply was 
not an effective source of raw materials 
or a wide market for goods which 
Americans knew how to produce and 
were interested in producing. In conse- 
quence, the basic requisite for Amer- 
ican corporate activity in and with 
Greece—business reasons for trade 
and investment—-was missing, and, until 
such reasons were created, the presence 
of the other factors which can help and 
the absence of those which can hinder 
trade and investment were largely ir- 
relevant. 

A considerable amount of confusion 
could be avoided if businessmen and 
others faced this fact of life without 
apologies and with full realization of 
the limits which it imposes upon the 
role of the corporation in external af- 
fairs, particularly in the economic de- 
velopment of underdeveloped countries. 
A business corporation is not and 
does not pretend to be an eleemosynary 
institution; it is in business to make 
money—it goes abroad and stays 
abroad because its managers think such 
activity will enable it to make or keep 
money. This is not to say that intel- 
ligent managers of corporations, at 
home and abroad, will not try to pur- 
sue long-headed, statesmanlike policies 
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which may be the reverse of those fol- 
lowed by the get-rich-quick operator, 
but even these efforts will need to 
be within the framework of a profit- 
seeking, not a public service, goal. 

Of the many consequences which flow 
from the fact that it is the pursuit of 
earnings, and not the happiness of the 
host country, which is the reason for 
the corporation’s being involved in ex- 
ternal affairs, one of the, most impor- 
tant concerns the relationship between 
private foreign investment and the eco- 
nomic and social development of under- 
developed countries. ’ 


ECONOMIC AND SOCIAL DEVELOPMENT 


There are no formulas for bringing 
about democratic economic and social 
development. With varying degrees of 
emphasis, however, officials engaged in 
trying to hasten the process, econo- 
mists in and out of all governments, 
and ordinary observers have listed a 
large number of factors which are ob- 
viously relevant: major building of 
roads, docks, power facilities; increased 
agricultural productivity; intensive edu- 
cational (technical and otherwise) 
activities; -an effective civil service; 
adequate housing; . increased invest- 
ment in.productive manufacturing and 
distribution of more and cheaper goods; 


a much greater sense of participation ` 


on the part of the unpossessed in the 
building of a just society and, accord- 
ingly, sharing in the fruits of economic 
growth. 

However, there is substantial agree- 
ment that a major effort is required to 
attempt to achieve many of these neces- 
sary objectives and that such an ef- 
fort involves relatively honést govern- 


ments’ marshaling of domestic resources’ 


and supplemental foreign-government 
grants and loans in.order to provide 
the basic social and economic overhead 
which private foreign investment has 


not provided and cannot provide be- 
cause such overhead does not and can- 
not pay out soon in earnings which 
match domestic and other earnings 
sources. And, as noted, such earnings 
are the goal of private investment. 

Does this mean that private foreign 
investment has no place- in economic 
and social development? If not, what 
role may it be expected to play, and 
how relevant and important is it? 


Case by case determinations 


To say that private foreign invest- 


‘ ment cannot do the necessary job of 


economic and social development . 
does not mean that it cannot contri- 
bute to it and do so in a noneleemosy- 
nary way. The Volta River project, a 
a multipurpose hydroelectric-bauxite- 
aluminum-irrigation project in Ghana, 
involving American and other foreign- 
business. and World Bank and Ghanian 
public financing, is a case in point. 
Business concerns are in the project for 
business’ reasons—to secure economic 
bauxite and aluminum, for which they 
foresee a market-——and are wanted in the 
project by the underdeveloped country 
for similarly nonideological reasons of 
government-—the job’ to be done was 
judged by Ghana to require business 
participation because Ghana did not 
have ready access to all the capital 
and skills necessary without business 
participation, and a market for the 
products was necessary. 

Not all underdeveloped countries will 
make case by case determinations on 


- the basis of the needs of the project, as. 


did Ghana. In the first place, the de- 


velopment and ownership of natural re- 


sources have long been a very sensitive 
area for foreign investment. It is in- 
structive, in this regard, that, in each of 
the twenty bilateral treaties of friend- 
ship, commerce, and navigation signed 
by the United States since World War 
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II, both the United States and its treaty 
partner reserve the right to limit the ex- 
tent to which aliens may establish, ac- 
quire interests in, or carry on enterprises 
engaged in the exploitation of land or 
other natural resources. This provision 
in the treaties simply reflects the almost 
uniform incidence of restrictive provi- 
sions of this kind in the national laws 
of countries, which in turn reflects the 
continuing vitality of economic nation- 
alism in the world as it exists. 


Desire and distrust 


Secondly, as Barbara Ward pointed 
out in the New York Times Magazine 
of March 12, 1961, “it is, perhaps, not 
too much to say that most emergent 
governments [and she might have broad- 
ened this to most underdeveloped coun- 
tries] today desire and distrust foreign 
private investment in almost equal meas- 
ure.” This schizoid approach she ex- 
plained as follows: 


Such investments lead to a general quick- 
ening of economic growth only if local peo- 
ple share widely in the wealth -created, if 
manufacturing begins as a result, if it leads 
to a transformation of local agriculture 
from static to market patterns, if a large, 
trained professional and middle class begins 
to emerge as a consequence of gathering 
momentum. Where these conditions are 
present—as ‘in Mexico, for instance—for- 
eign investment can be carried easily on 
the rising economic tide. 

In other circumstances, foreign invest- 
ments can degenerate into isolated pockets 
of great wealth in generally impoverished 
economies. Then it is not too difficult for 
Communist propaganda to identify the for- 
eign investment with the Leninist definition 
of imperialism and to rouse both national- 
ist and ‘revolutionary anger against the lo- 
cal government for tolerating a coexistence 
of such extremes of well-being and misery. 


This means that underdeveloped coun- 
tries will look at particular foreign in- 
vestments in raw materials with a jaun- 
diced eye, not a blind one. International 


politics since World War II having 
greatly enhanced the political power of 
underdeveloped countries, it is doubtful 
that most civil servants or politicians in 
underdeveloped countries are seriously 
concerned that the episodes of the nine- 
teenth or early twentieth century—such 
as the seizure of Haitian customs to pay 
off private debts or investments—will be 
repeated: Consequently, although wary, 
they will be prepared to try to make 
case by case judgments to accept or re- 
ject foreign business in these sensitive 
areas when the necessary resources are 
not otherwise available. They will no 
doubt insist upon conditions which will 
disperse control in order to be more 
certain that the chance of domination 
is made even more remote—local stock- 
holders, local managers, even large or 
majority government participation may 
be required. But, having taken due pre- 
cautions to guard against the reinstitu- 
tion of the colonialism from which they 
have formally emerged, the underde- 
veloped country will then make every 
effort to make decisions on as realistic 
a basis as possible. 

Of course, if either foreign business 
or local business is believed to be throw- - 
ing sand into the machinery of securing 
basic social changes in these countries 
—if efforts to mashal resources by 
changes in tax laws so that the coun- 
try, instead of Miami real estate, se- 
cures the benefits of local investments, 
and if efforts to change land tenure sys- 
tems are fought and blocked by local or 
foreign business—then the ability of the 
country to make decisions on such a re- 
alistic calculus will be sharply curtailed 
if not eliminated. But, if private invest- 
ment, foreign and domestic, can avoid 
such behavior, it is reasonable to expect 
that the economic self-interest of the 
developing country will enable it to 
make economic judgments which are not 
overwhelmed, even though they will be 
influenced, by political considerations. 
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Residual role 


Although this means that foreign busi- 
ness investment in raw materials is, for 
historical and other reasons, somewhat 
in the position of the residual supplier, 
it by no means eliminates or even re- 
duces the role of business over the long 
future, provided always that business 
acts in full awareness of the dominant 
forces of nationalism and social reform 
which are at large. 

For it will be a very long time before 
all the skills and resources needed for 
economic and social- development can 
be mustered from domestic or foreign 
governmental sources. With enormously 
increasing populations and greatly in- 
creased wants and expectations in de- 


veloping countries, there will be a great. 


acceleration. of efforts to achieve eco- 
nomic and social development. The 
“residue” which the residual supplier 
will be able to furnish will, therefore, 
be very sizable. And, with the govern- 
ments of these countries hard pressed 
to deliver for their people, both history 
and ideology will bend to necessity if 
given half a chance: if private invest- 
` ment is sufficiently astute to be flexible 
so far as control is concerned and suffi- 
ciently farseeing to avoid getting into 
the position of playing or seeming to 
play too great an economic or political 
role in these newly evolving societies. 
So far as manufacturing and commercial 
enterprises are concerned, the same basic 
considerations are present, though they 
tend to be somewhat less severe, and, 
consequently, the residue is even larger. 

It follows that there are two levels of 
discourse with underdeveloped countries 
on the subject of private investment 
business. The level described is the 
practical, skeptical, yet workable case 
by case approach to particular invest- 
ments where private foreign investment 
and underdeveloped governments assess 
their prospects and, each for reasons of 


his own, which on balance seem right 
at the time, decide to do business. This 
will continue and even accelerate if both 
are sufficiently realistic. 


IDEOLOGICAL PROBLEMS 


The second level of discourse, the 
ideological level, is something else again. 
This level involves, on the side of some 
capital-exporting countries and firms, 
the desire for governmental commit- 
ments from underdeveloped countries 
against expropriation or against con- 
cession-contract cancellations or interna- 
tional adjudications of disputes between 
underdeveloped countries and private 
corporations concerning just compensa- 
tion as well as other related efforts to 
get legal commitments concerning fair 
treatment. On the side of capital-im- 
porting countries, it involves efforts to 
secure universal international legal rec- 
ognition of sovereignty over natural re- 
sources, however defined; or of a Calvo 
Doctrine which limits foreign capital to 
the treatment accorded to domestic capi- 
tal, whatever that may be from time to 
time, excludes diplomatic representation 
by the country of the corporation’s na- 
tionality; and related matters. 

This level of discourse, for some rea- 


.son, has intrigued some businessmen. It 


is, of course, obvious why it intrigues 
many international: lawyers: it has a 
long, disputatious, and unresolved his- 
tory; the prose is often purple; the 
concepts are interesting; the absence of 
firm “law” in an area where law is in- 
volved affects those with a strong sense 
of symmetry in a way somewhat remi- 
niscent of nature’s alleged reaction to 
vacuums. 

Intriguing as it may be, it is an arid 
and hopeless discourse. The capital-im- 
porting countries, which include but are 
not limited to all the underdeveloped 
countries, have, for many decades, re- 
fused to make pervasive commitments 
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of property protection, and many have 
refused even to make the mild commit- 
ments—to pay just compensation if they 
take property—contained in the stand- 
ard American commercial treaty. Cir- 
cumstances today and for the long fu- 
ture make certain that they will be even 
more unwilling to make expanded com- 
mitments from now on. Not that every 
underdeveloped country has plans to ex- 
propriate everything in sight without 
compensation or to break every con- 
tract—far from it. The treatment actu- 
ally accorded foreign capital in the great 
bulk of underdeveloped countries is 
good, and it can be expected that it will 
continue generally good because most of 
them will think it to be in their own in- 
terest, provided, of course, that their so- 
Cieties are developing in a way which 
promises hope, and not despair, to the 
bulk of their populations. 

‘But they are and will be unwilling to 
curtail their freedom of action by as- 
suming commitments which, when trans- 
lated into economic terms, spell claims 
against their very limited resources. 
They do not believe it to be necessary 
to do so in order to secure capital, pri- 
vate or public—and here-they are cor- 
rect from recent history—and they con- 
sider it desirable to maintain maximum 
freedom of action to. experiment in or- 
der to try to improve their lot. 

Consequently, any talk of interna- 
tional codes for the protection of invest- 
ment, or ambitious treaties or systems 
for the international litigation of dis- 
putes, may be expected to be so much 
breathing into the wind. The countries 
whose commitments are sought will not 
give them, and there is no practical way 
to force them, even if that were deemed 
desirable by some. Not only that, but 
the effort to secure such mechanisms is 
actually harmful. For such effort does 
not bank down ancient suspicions, but 
rekindles them, and, hence, by focusing 
upon the old quarrels, accentuates dif- 


ferences and underplays the mutuality 
of interest which must be particularly 
stressed if there are to be the sensible 
relationships which free-world countries 
should cultivate. 


National measures 


This does not mean that it is unrea- 
sonable for businessmen to be concerned 
about the nonbusiness risks of doing 


. business abroad, even if those risks may 


not be as great as some say. Nor is it 
to say that, though it is unreasonable in 
existing circumstances to ask for inter- 
national commitments, it is also unrea- 
sonable to ask for national commit- 
ments. On the contrary, American busi- 
nessmen asked for and got the United 
States Investment Guaranty Program in 
the Mutual Security legislation. Under 
this program, the United States guaran- 
tees new investments in more than forty 
countries against losses due to expro- 
priation, inconvertibility, and, for some, 
war losses, for very small premiums. It 
was considered reasonable for the United 
States government to assume the role of 
insurer against such risks because the 
United States considered it desirable to 
induce greater private investment, and 
it had been made wholly clear that in- ' 
ternational agreements which would di- 
minish these risks were unobtainable. 
This program has been successful. As 
of June 30, 1960, American investors 
had taken out coverage on 260 invest- 
ments in twenty-seven. countries. . Total 
guarantees had been issued in the 
amount of $502 million, of which $388 
million was outstanding. There had 
been no losses under the program, and 
about $5.4 millioi in fees had been 
earned. As of July 1, 1961, over $1 
billion in applications for guarantees 
were in process for proposed invest- 
ments in the thirty-four participating 
underdeveloped countries and the over- 
seas territories of the developed coun- 
tries. In addition, over $700 million in 
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applications had been received for pro- 
posed. investments in nonparticipating 
underdeveloped countries and for cover- 
age not available in participating coun- 
tries. 

The foreign corporation, then, has a 
significant but secondary, an important 
but not dominant role to play in eco- 
nomic development of underdeveloped 
countries, Whether it will play-that role 
successfully—whether it will achieve 
good earnings and at the same time par- 


ticipate.in the economic growth and the 
building of better societies in the un- 
derdeveloped three-quarters of the globe 
—depends in no small part upon its 
willingness to use its ample -resources 
of clear-headed, dispassionate common 
sense in dealing with existing condi- 
tions and to restrain any impulse it may 


. have to react in ancient ways .which 


have a diminishing place in the re- 
mainder of this century and almost cer- 
tainly will disappear in the next. 


fornia at Los Angeles. 





Corporate Responsibility, Business Motivation, 
and Reality 


By Henry G, MANNE 


Asstract: There is a growing belief that the traditional 
separation. of the private and public sectors of our society is 
becoming blurred. Corporate theorists have offered a variety 
of philosophies to replace the discarded notions of market 
constraints. The school of business statesmanship, for which 
Professor Adolf Berle is the most articulate spokesman, looks. 
to business executives to fulfill corporate responsibilities other 
than those traditionally owed to shareholders. Corporate man- 
- agers, too, have voiced their acceptance of this new role, but 
the realities of business and politics belie their stated motiva- 
tions for many allegedly altruistic acts. And, although the evi- 
dence is not clear, the discernible pattern of individual incen- 
tives and restraints suggests the same conclusion. The alleged 
acts of corporate statesmanship do not actually represent 
basic changes in the nature of American enterprise. . It is more 
likely that they indicate the political vulnerability of industry 
today and the extent to which governments use both the car- 
rot and stick to gain desired results from business. The ac- 
quiescence of corporate leaders in the philosophy of business 
responsibility could ultimately result in the enforcement of 
such notions as legal obligations. 
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T has become a commonplace in re- 

cent years that the distinction be- 
tween what is public and what is private 
in our society is becoming blurred. Pres- 
sure on the distinction comes from both 
directions. The government, in a var- 
iety of ways, both direct and indirect, 
replaces, regulates, and influences the 
private sector, and the private sector 
more and more assumes the appearance, 
attitude, and functions of government. 
This change in our social and political 
environment reflects two basic, develop- 
ing American attitudes.. One is that 
there is an ascertainable and acceptable 
public interest to which more effort 
should be directed. Second is that 
selfishly motivated private activity, such 
as profit maximization, is frequently in 
conflict with this public interest. 


THE CHANGING PoINT oF VIEW 


Traditional economic theory had it 
that the general welfare would be most 
satisfactorily provided for if each in- 
dividual or firm sought to maximize its 
own economic position in competition 
with others. This viewpoint was con- 
sistent with a political theory implying 
a rather minimal amount of government 
activity, mostly in the form of restric- 
tions rather than positive action. As 
the modern belief in a public interest 
has developed, attitudes about the re- 
sponsibility of government have also 
changed, and we have begun the de- 
velopment of what has been called the 
positive state.* 

Less obvious was the fact that a grow- 
ing confidence in the existence of and 
concern for the public interest would 
also affect traditional attitudes towards 


1The concept of the positive state has been 

put forth by Arthur S. Miller in several 
articles. See, for example, “An Affirmative 
Thrust -to Due Process of Law?” George 
Washington Law Review, Vol. 30 (1962), 
p. 399. 
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market-oriented, private enterprises. 


_ Private, selfish decisions would, in all 


likelihood, fail to reflect a public con- 
sensus or even show regard for other 
than purely private interests. The fact 
that the political process gives different 
answers than the free market on iden- 
tical questions is, of course, not surpris- 
ing. As Professor Arrow has put it: ? 


Any view, which depends on consensus as 
the basis for social action, certainly im- 
plies that the market mechanism cannot 
be taken as the social welfare function, 
since that mechanism cannot take account 
of the altruistic motives which must be 
present to secure that consensus. 


This is not to suggest, however, that 
we can in any meaningful sense actually 


define public interest,’ but it is-certainly. 


no accident that, in recent years, it 
has become unacceptable politically to 
equate the good of the nation with the 
good of a particular corporation. 
American intellectuals have been pro- 
lific in proposing philosophies for cor- 
porate executives to replace the nine- 
teenth century view that profit maxi- 
mization was the chief, if not the only, 
responsibility of “hired” 
Among the most popular of these vari- 
ous schools is that of business states- 


2Kenneth J. Arrow, Social Choice and 
Individual Values (New York, 1951), p. 86. 

3For an extremely illuminating discussion 
of this problem of definition, see Arthur S. 
Miller, “Foreword: The Public Interest Un- 
defined,” Journal of Public: Law, Vol. 10 
(1962), p. 184. l 

4These various schools are described and 
criticized in Henry G. Manne, “Current Views 
on the ‘Modern Corporation,” University of 
Deiroit Law Journal, Vol. 38 (1961), p. 559, 
and “The ‘Higher Criticism’ of the Modern 
Corporation,” Columbia Law Review, Vol. 62 
(1962), p. 399. Some of the remarks in the 
present article are by. way of rejoinder to 
Professor Berle’s reply to the Jatter article. 
See Adolf A. Berle, “Modern Functions of 
the Corporate System,” Columbia Law Re- 
view, Vol. 62 (1962), pp. 442-444. 


managers.* ` 
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‘manship. The main thrust of this phi- 
losophy has been accepted not only by 
many intellectuals but by government 
and businessmen as well. . Indeed, few 
people in or out of government and 
business talk today in any other terms. 

Generally, the doctrine of business 
statesmanship implies that the total re- 
sources of an economic enterprise, in- 
cluding its profits, are not held solely 
for the benefit of its ultimate legal 
owners, the shareholders. Rather, a 
variety of the segments of the total 
society have some claim on this wealth. 
The groups would include, but not be 
limited to, labor, suppliers, consumers, 
local communities, and charitable organ- 
izations. In addition to owing some 
responsibility to these particular groups, 
corporate enterprise also has an over-all 
responsibility to the total society in 
terms of the impact of its, prices on 
inflation and the effect of its operations 
on unemployment, the national effort in 
world affairs, and, perhaps, the problem 
of racial discrimination. Some advo- 
cates of this philosophy might even in- 
clude a responsibility on the part of 
business corporations to be patrons of 
the fine.arts and leaders in modern 
architecture. 

In the older frame of reference, these 
matters were handled either by govern- 
ment or private charity. The balance 
of the job of allocation of resources was 
managed in the market place. The 
private aspects of economic allocation 
were justified under the theories of price 
and utility worked out by classical and 
neoclassical economists over the last 
two hundred years, while the alloca- 
tions in the public sector were felt to be 
legitimate because they were democrat- 
ically determined. Manifestly, if enter- 
prises previously consigned to the pri- 
vate sector were to absorb part of the 
public responsibility, a new justification 
was required. 


BERLE’S PUBLIC CONSENSUS 


Building on his earlier views that 
corporate management was independent 
of shareholder controls and that com- 
petitive-price theory was only a myth in 
the modern age, Adolf Berle has of- 
fered such a philosophy for corporate 
managers.” Berle’s thesis is premised on 
the existence of a public consensus which 
exists as an external reality. The man- 
agers of modern corporations have the 
responsibility for allocating within the 
community the various resources com- 
ing under their control. This elite group 
is appropriately constrained largely by 
the public consensus, operating through 
a twofold mechanism. In the first place, 
the consensus helps determine the con- 
science of the executives themselves, the 
basis for Berle’s “corporate conscience.” 
Second, the mechanism includes the 
threat of government action if the man- 
agers do not conform to the public 
consensus. 

In effect, Berle has worked an amal- 
gam of the political theory of Rousseau 
and his own pioneer work on the sepa- 
ration of ownership and control in the 
modern corporation. No theoretical 
guidelines are set down to determine 
the precise amount of money which 
should go into education, automobiles, 
or labor, nor does Berle see the need for 
such specific direction. The business 
elite will determine in the first instance 
what distribution of wealth should oc- 
cur. Being statesmen, they will show 
due regard for the proper interests of 
all, which they are presumed to under- 
stand. Noblesse oblige is as appropriate 
a motto for Berle’s managerial elite as 
it was for the French feudal nobility. 
But, should power begin to corrupt, the 
executives’ discretion is not absolute. 
Ultimately, they will be restrained 


5 Adolf A. Berle, Jr, The 20th Century 
Capitalist Revolution (New York, 1954). 
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by the only higher authority—the will 
of the people—indicated, presumably, 
through whatever political mechanism 
is allowed. 

Thus, for Berle, any price is correct 
so long as it is generally acceptable. 
Manifestly, the attempt to raise steel 
prices in April 1962 was not acceptable, 
and the public consensus dictated a 
rollback. But it is of no concern that 
an acceptable price might be consider- 
ably higher or lower than even a per- 
fectly competitive price. A mere short- 
age of goods would never ‘justify a 
substantial price rise. And a consciously 
administered price might be accept- 
able. Characterizations of industries 
as competitive or monopolistic have 
little place in this frame of reference. 

Berle has not been alone in pro- 
claiming the virtue of modern corporate 
managers. A large literature has de- 
veloped in this point in recent years, 
with a very substantial portion being 
authored by businessmen themselves. 
And, whether they have fully compre- 
hended the subtleties of Berle’s position, 
there can be little question that American 
industrial leaders consciously believe the 
responsibility arguments. 
were initially skeptical of the motiva- 
tions underlying the statements of busi- 
nessmen, it would be difficult to believe 
that a point of view could be reported 
so frequently and with such fervor 
without having substantial effect. Still, 
an interesting aspect of these.statements 
by businessmen is the extent to which 
they generally are ensconced in a pro- 
tective coating of enlightened self-in- 
terest. Actually, very few businessmen 
publicly acknowledge a responsibility 
going beyond long-term profit maxi- 
mization. But, in fact, that term is 
often so long that the qualification be- 


6 Adolf A. Berle, Jr, “Unwritten Constitu- 
tion of Our Economy,” New York Times 
Magazine, April 29, 1962, p. 7. 


Even if one’ 


comes almost meaningless. One cannot 
help but be inclined, along with Pro- 
fessor Berle, to believe that these busi- 
ness leaders sincerely feel a responsi- 
bility to individuals other than share- 
holders and to values other than profit 
maximization. 


ALTERNATIVES TO STATESMANSHIP 


It seems basically. fruitless, however, 
to attack or defend the sincerity of 
businessmen in their statements of 
public responsibility. Talk is cheap, 
and all of us, to quote Bertolt Brecht, 
“crave to be kinder than we are.” 
Proclamations by businessmen that they 


. have joined as a band of angels are in- 


teresting in themselves as evidences of 
business attitudes and goals, but, before 
we place the halos, we must know what 
practices have been adopted and whether 
there may not be other explanations 
than those stated by the corporate 
executives. 

There are, basically, two methods by 
which we may assess the true purpose 
of an ambiguous corporate act. First, 
we may focus on alternative explana- 
tions of the activity, when they are 
available, to see which is more likely 
to have determined the event. And, 
second, we may test the likelihood of 
one or another possible purpose against 
the discernible, external constraints and 
incentives... 

Businessmen of an earlier era are regu- 
larly alleged to have been a lawless breed. 
And, although there is good reason to 
discount many of these stories, charges 
of larceny, sabotage of competitors, 
conspiracy, and other flagrant derelic- 
tions of lawful activity permeate the 
reports of our early business history. 
But, surely, we know far too little about 
trends and causes in criminal activity 
to conclude that businessmen are better 
people today. Undoubtedly, a great 
many hypotheses could be advanced to 
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explain the phenomenon, if, indeed, it 
exists to any meaningful degree. At- 
titudes of the entire community—not 
merely those of businessmen—have 
certainly changed from the time fron- 
tier mores characterized much of Amer- 
ican society. Crime detection and en- 
forcement measures may have improved: 
to the point that business crime does not 
pay in a literal cost-profit sense. Or 
perhaps it never did pay and industrial- 
ists were simply slow in discovering 
this fact. Examples of each of these last 
two points can readily be found in our 
experience with antitrust laws. 

In any event, compliance with regu- 
‘latory statutes and criminal laws should 
not merit a reward. It would be a mis- 
take, for instance, to assume that, be- 
cause management bargaining teams 
enter compulsory labor negotiations 
wearing smiles, they really . believe 
modern labor law to be the fruition of 
all that is good in industrial relations. 
The legal concept of good-faith bargain- 
ing has had too difficult a development 
to encourage the belief that wage nego- 
tiations are anything more or less than 
classical two-party bargaining situations. 
Nor can we know what the outcome of 
this bargaining would be if the refusal 
to bargain, a critical technique in other 
situations,” were available. Obviously, 
a great many “unethical” business prac- 
tices can be made to disappear by the 
simple expedient of passing and en- 
forcing laws against them. 

There is only a difference of degree 
between the sanctions of existing laws 
and those of inchoate laws. The busi- 
ness reaction to the threat of govern- 
ment action, as we have seen, is a 
critical element in the operation of 
Berle’s public consensus. But it is the 
characterization given such hedging 
activity by Berle that is misleading.’ 


7See Thomas C. Schelling, The Strategy of 
Conflict (Cambridge, 1960), p. 18. 
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No one should claim that an undesired 
action taken in order to forestall even 
less desired legislation is particularly 
virtuous. © Nor is there any analytical 
economic basis for concluding that the 
resulting decisions are necessarily cor- 
rect or desirable. To suggest a mys- 
tical quality of virtue in such activity 
certainly ignores the reality of the cat- 
and-mouse game which government and 
business have played for many years. 
When the chairman of the Federal Com- 
munications Commission called televi- 
sion a “vast wasteland,” it was certainly 
the better part of old-fashioned busi- 
ness judgment, not virtue, that dictated 
some network changes in programing. 
Threats, as modern game theorists 
teach us, are only effective if credible 
and only successful if never put into 
effect. So, when we find businessmen 
acting to forestall government inter- 
vention, we have learned something 
about the credibility of the threat but 
nothing about the character of the 
business decision. Using the same data 
that Professor Berle uses to prove a 
change in business purposes and at- 
titudes, one would probably have to con- 
clude that government regulation of 
business has simply become more feas- 
ible. But we learn nothing from this 
evidence about the attitudes of business- 
men on the subjects in question. 
Legislation has sometimes provided 
the carrot rather than the stick for 
so-called business responsibility. The 
most obvious example is the effect of the 
corporate income tax on corporate gift- 
giving. Since the 1954 Internal Reve- 
nue Code, corporations, while generally 
taxed at a rate of 52 per cent, are 
allowed to deduct up to 5 per cent of 
gross income for charitable contribu- 
tions. Thus, whatever inducement mo- 
tivates a corporate gift, only 48 per 
cent of the cost need be taken into 
consideration by the corporate donor. 
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But some inducement to accept even 
this cost must be present. The incen- 
tives are not hard to find, even without 
notions of corporate responsibility. Re- 
stricted grants to universities for re- 
search in areas of importance to the 
business bear an obvious benefit to the 
donor. It is no accident that only an 
inconsequential fraction of all corporate 
gift-giving is of the totally unrestricted 
variety. And it is no accident that the 
humanities and liberal arts have suf- 
fered relatively from the changed em- 
phasis in university fund-raising. Engi- 
neering scholarships in a local area from 
which a corporation draws many of its 
employees also illustrate the point, as 
does the creation of special-function 
foundations to encourage scientific re- 
search. Many more examples -will oc- 
cur to anyone familiar with the aca- 
demic scene. : ` 
Corporations also have the problem of 
getting along with local political powers 
all over the country. The advent of 
such discretionary and even arbitrary 
devices as zoning, building codes, and 
local economic planning has more and 
more involved business with political 
forces. A contribution to a local hos- 
pital project can go a long way to pre- 
vent access to a plant being cut off by a 
new express highway or to insure that a 
new master zoning plan will include 
sufficient areas zoned for industrial use. 
Finally, it must be remembered that, 
regardless of other motivations, cor- 
porate gift-giving has served an im- 
portant public-relations“ function. To 
the extent that advertising of this var- 
iety is actually valuable—and many 
experts in the field believe that it is— 
then our judgments: as to the social 
motivation of corporations must again 
be tempered. Surely only a minute 
fraction of what has been characterized 
as matters of corporate statesmanship 
represents any significant change in the 


traditional goal of business enterprise. 
Much of the blurring of the private and . 
public sectors seems to have occurred 
in the eyes of the spectators. 


POSSIBILITY oF A Market TEST 


It is also possible to test the business- 
statesmanship hypothesis in terms of 
the restraints and incentives offered by 
a variety of market forces. This re- 
quires analysis at two levels, that of 
the corporate donor and that of the 
individuals responsible for decisions. If 
the corporation were in a perfectly com- 
petitive industry, in the sense suggested 
by a static equilibrium model, no 
amount of charitable giving could be 
tolerated. Any increase in costs over 
those of competitors would result in the 
inability of the firm to survive. But 
this model has never been responsibly 
advanced as a description of reality 
(certainly not by Adam Smith). The 
significant model for our purposes is a 
dynamic one, in which all analyses must 
be substantially tempered by uncer- 
tainty, indeterminacy, and ignorance 
of facts in the real world. If it were not 
for these factors, far more meaningful 
remarks could be made about the eco- 
nomic potential for corporate charity. 
We could, indeed, then judge the degree 
of monopoly power in an industry by | 
the amount of nonprofit-oriented activ- 
ity: the larger the nonbusiness cost 
bearable by a firm, the greater the mo- 
nopoly rents being recovered. This also 
presumes that no profit-oriented alter- 
native is available to explain the par- 
ticular activity. 

But this test is rendered largely un- 
workable by the realities of business 
life. No matter how competitive an 
industry, if firms are to survive, they 
must deviate sufficiently from the static 


“competitive norm to allow for unfore- 


seen costs and expenses and inefficien- 
cies. Anyone familiar with business 
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must recognize that uneconomic costs of 
a noncharitable variety are rampant. 
Mistakes are made every day at all 
levels that cannot be statistically calcu- 
lated nor insured against. Large invest- 
ments are lost because of a change in 
government policy; expensive research 
work gives no results; a new product 
meets consumer resistance; or a foreign 
power unexpectedly expropriates prop- 
erty. Manifestly, any of these events 
may occur to a firm in a reasonably 
competitive industry without bankrupt- 
ing the firm. And it is this same 
amount of give from the first textbook 
model which also makes it so difficult 
to reach judgments about the real eco- 
nomic effect of acts of corporate states- 
manship. Clearly, there is room for 
some of it. And, just as clearly, there 
are very real market limitations. - 

Since the relative amount of corporate 
gift-giving has increased substantially 
in recent years, it might be urged that 
this is an indication of a relative in- 
crease in industrial monopoly power. 
But the best studies on the subject, 
utilizing more appropriate tests, have 
concluded that the amount of enterprise 
monopoly, whatever it is in absolute 
terms, has remained relatively constant 
since the turn of the century. It seems 
doubtful that the increase in acts of 
corporate statesmanship has resulted 
from an increased degree of monopoly 
power, 

One critic of corporate giving has 
argued that, by reducing the net 
financial return to monopolies through 
gift-giving, there is less incentive for 
potential competitors to enter monopo- 
lized industries. Thus, the. misalloca- 


8 Eugene V, Rostow, Planning for Freedom 
(New Haven, 1959), pp. 237-239; Eugene V. 
Rostow, “To Whom and for What Ends Is 
Corporate Management Responsible?” in The 
Corporation in Modern Society, ed. Mason 
(Cambridge, 1959), p. 46. 


MOTIVATION, AND REALITY 61 
tion of resources inherent in monopoly 
is perpetuated, and the natural forces 
which should generate competition do 
not operate. But this assumes that 
the potential competitors are unaware 
of the reason for the relatively poor 
profit showing by the monopoly com- 
pany, and that they would have been 
aware of any other form in which the 
monopolists took their gain, such as 
greater inefficiency in operations or an 
“easy life.’ These assumptions seem 
unwarranted, and probably little precise 
operational meaning can be given to 
corporate charity in terms of monopoly 
and competition. 


- ĪNDIVDUAL MOTIVATION 


It is possible, of course, that corporate 
managers are now using their monopoly 
profits for a different purpose, a view 
also consistent with Berle’s over-all 
thesis. But this suggestion raises some 
very difficult questions about the re- 
straints and incentives under which in- 
dividual decision-makers actually oper- 
ate. If the separation of ownership and 
control is complete, in the sense of 
managers’ being insulated from any 
market forces, then the only external 
restraints operating on corporate ex- 
ecutives are those posed by the limita- 
tions of resources, by the competing 
claims of alternative donees, and by 
political forces. But it would be a 
great mistake to assume that the separa- 
tion of ownership and control in a 
modern large corporation gives anything 
like that kind of freedom from the 
normal -pattern of market restraints. 
In fact, managers are very sensitive to 
the market price of their corporation’s 
shares, and the capital market is noto- 
riously uncharitable. There are, indeed, 
a whole series of direct and indirect 
forces generated by the markets for 
capital, for the particular corporation’s 
shares, for managers, for the company’s 
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product, and probably for other’ factors 
all of which can be demonstrated as 
being very real restraints on managers’ 
nonprofit maximizing proclivities.® 
There are, on the other hand, such 
counter incentives offered as: that of 
being named a business statesman or 
being made a member of an important 
board of trustees or generally of helping 
the unfortunate. But the quality of 
these latter incentives is far different 
from that of market-oriented restraints. 
For most people, the set of desires satis- 
fied—with corporate funds—by acts of 
business statesmanship will not be ur- 
gent, and they can be gratified in other 
ways. But business realities press in 
a way that cannot be avoided. On 
balance, regardless of what businessmen 
may consciously think about these mat- 
ters, the incentives to profit maximiza- 
tion must still loom very large in the 
lives of most corporate executives. 
But, even if the executives decided 
_to reserve a place in heaven for the 
corporation’s soul rather than their 
own, there are still. some troublesome 
problems which would probably affect 
their actions, if not their attitudes. 
For instance, businessmen themselves 
must realize that their skills in determin- 
ing the need of universities and other 
not-for-profit institutions may be lack- 
ing. Extensive research and planning 
are often required to fashion appropri- 
ate corporate contribution schemes. And 
probably many a corporate executive 
has bought his peace by establishing 
a separate division—most frequently 
within the public relations office—for 
this purpose. This serves the addi- 
tional function of insulating the top 
corporate managers from the parade of 
importuning institutions. It also makes 


9For an adumbration of this thesis, see 
Henry G. Manne, “The ‘Higher Criticism’ of 
the Modern Corporation,” loc. cit., pp. 410- 
412. 


further suspect the notion that top cor- 
porate executives are actually seriously 
concerned with these matters on any- 
thing like the day-to-day basis which 
would be required if they: really as- 
sumed a responsibility for such en- 
deavors. 

This discussion has centered, thus far, 
largely on the problem of corporate gift- 
giving. But it must be remembered 
that the doctrine of business statesman- 
ship comprehends recognition of the 
interests of others in the course of 
making. ordinary business decisions. 
Pricing, wage negotiations, foreign in- 
vestment opportunities, and plant loca- 
tion decisions may all afford opportuni- 
ties to forego increased profits and to’ 
help others. Manifestly, a very dif- 
ferent kind of analysis than that given 
for corporate charity would be required 
to analyze individual motivations in 
these connections. But it is in con- 
nection with these matters that the 
whole philosophy of business statesman- 
ship is least convincing. 

The principal difficulty is that the 
knowledge required for proper decisions 
in these areas either does not exist or 
it is not reasonably available to most 
businessmen. For example, a pricing 
decision may seem-to involve a con- 
flict between increasing the profits avail- 
able for future investment and adding to 
inflationary pressures in the economy. 
Political sensitivities apart, the debate 
which which has raged on this point 
among professional economists must 
surely be enough to convince the most 
statesmanlike businessman that he can- 
not choose intelligently between the two 
policies. And how is one to judge be- 
tween the living-wage argument and the 
inflation point in wage negotiations? 
The question of whether or not to in- 
vest abroad involves difficult balance-of- 
payments problems on the one hand and 
competition in world markets on the 
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other. And the arguments for not 
moving a plant and creating unemploy- 
ment must surely be measured by the 
business statesman against the unem- 
ployment presumably already existing 
in the proposed location. It is clear 
for many reasons that the philosophy 
of business statesmanship does not offer 
a realistic alternative to the traditional 
orientation of business decision-making. 


A FURTHER EXPLANATION 


In the last analysis, it is the accept- 
ance by American businessmen of the 
mantle of business statesmen and their 
vigorous defense of corporate responsi- 
bility that is apt to have the most far- 
reaching consequences. Although Amer- 
ican businessmen, outside of the public 
utility and other directly regulated in- 
dustries, staunchly maintain that their 
industries are competitive, their argu- 
ment is considerably weakened by claims 
of responsibilities other than those to 
shareholders. Regardless of the dif- 
ficulties mentioned earlier in quantifying 
the relationship between monopoly and 
business statesmanship, there is danger 
in executives’ advocating a thesis more 
consistent with monopoly than with 
stringent competition. . It is no ac- 
cident that the academic exponents of 
corporate statesmanship are also fre- 
~ quently the most vocal in claiming that 
administered prices rather than com- 
petitive markets determine most eco- 
nomic events. f 

The inconsistency between the state- 
ments of executives on corporate re- 
sponsibilities and those on business 
realities probably results from the some- 
what defensive political posture Amer- 
ican industry gradually assumed during 
the 1930’s. Ideas about business re- 
sponsibility date at least from the 
“progressive period” of the early part 
of this century, but a broadly based 
` business acceptance of such notions was 


not articulated until the New Deal era. 
Undoubtedly, had there been much of a 
“public be damned” attitude in the 
1930’s or had the electorate continued 
for long to believe that such an at- 
titude prevailed, the history of big busi- 
ness may have been far different than 
it has been. 

Fads and styles are very much a 
part of our dynamic economic process. 
Few businessmen have the time, ability, 
or interest carefully to analyze and 
understand either the origins or the 
impact of their expressed views. There 
are style-setters and taste-makers in the 
industrial society as there are in the 
cultural one. Once a pattern is set and 
identified in the minds of executives 
with business success and survival, they 
will imitate, embellish, and implement 
the new ideal. The casual observer may 
easily be misled into believing that the 
underlying process has in some pro- 
found way been altered. 

But, in the trial and error, evolu- 
tionary kind of process which American 
enterprise is, attitudes and practices 
must conform to new conditions and 
circumstances. The business statesman- 
ship theory is itself a. circumstance 
which could, in time, elicit a defensive 
response from business. Manifestly, if 
the duty for which corporate managers 
have volunteered becomes a legal duty 
imposed by government, its nature will 
be radically altered. No longer will 
it be so easy to find alternative ex- 
planations for seemingly nonprofitable 
activities. They will, in fact, be non- 
profitable. But the corporate com- 
munity will have partly paved the way 
for the political encroachment, and, by 


10 Armen A. Alchian, “Uncertainty, Evolu- 
tion and Economic Theory,” The Journal of 
Political Economy, Vol. 53 (1950), p. 211, 
reprinted in Readings in Industrial Organiza- 
tion and Public Policy, ed. Heflebower and 
Stocking (Homewood, Ill, 1958), P. 207. 
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their own declarations, businessmen may 
have estopped themselves to complain 
effectively. 

When, as several recent events make 
clear, business responsibility comes to 
be institutionalized in the form of legis- 
lation or executive action, businessmen 
no longer find it an acceptable doctrine. 


Indeed, a real thrust of the steel-price 
dispute in April 1962 may well be as 
a turning. point in the history of articu- 
lated business attitudes. 
may -well have discovered that the 
thicket of national interest and public 
welfare is not one they may enter with- 
out the exaction of a high cost. 


Businessmen ` 


Forms of Irresponsibility 


By W. H. Ferry 


ABSTRACT: Freedom and justice are regarded as by-products 
of the American way of life. This erroneous viewpoint is 
nourished by corporations, and it leads to irresponsibility. 
There is no adequate theory of the corporation or compre- 
hension of the economic order, and the intellectuals are cul- 
pable. Irresponsibility assumes many forms. The seductions 
of public relations and advertising serve unethical ends. Dis- 
trust of government is encouraged by the corporation, which at 
the same time plays a clumsy and backward political role. The 
steady advance of technological unemployment is dismissed by 
managers as someone else’s responsibility. For-profit enter- 
prises are ill-suited to development of the emerging nations, 
partly because of earlier histories of irresponsibility. The de- 
pendence of the economic order on the cold war is seldom criti- 
cized by managers, who display no enthusiasm for disarmament 
or peace. Corporate life is seen as a species of neofeudalism 
which results in passivity and political nonparticipation. The 
essential problem is discovering a theory of economic order and 
purpose, and a theory of corporate responsibility adequate to 
the acceleration of contemporary technological society. 
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MERICANS regard freedom and 
justice as by-products, pleasant 
accidents of a specially endowed indus- 
trial community. Freedom and justice, 
in this view, grow in the cracks, in the 
interstices of society. It is true that 
many American values came into exist- 
ence and flourished in just this way. 
But, in the new and complicated condi- 
tions of society, so naive a method 
scarcely merits confidence. Many have 
noticed the cracks are closing up, the 
interstices becoming fewer. In the 
view of some, for example, freedom and 
justice flourish only where the labor 
union is not, as in the opinion of others 
they flourish where the corporation is 
not. But both are omnipresent. There 
is still another view, that freedom and 
justice are natural American phenom- 
ena, reliable and constant as the dew, 
not to be affected by courts or cold 
wars. Though the citizenry is com- 
manded to transform the country into 
a garrison and to fight, if need be, to 
the end of civilization in the name of 
freedom and justice, Americans are en- 
joined not to plan for their survival 
and enhancement in the common life. 
This is a wrong-headed way to look 
at freedom and justice. Addiction to 
the freedom-by-accident dogma leads 
to most of the forms of irresponsibility 
with which this paper is concerned. 
Americans have got things in reverse 
when they devote close to 100 per cent 
of their time and thought to house- 
keeping problems. Here the corpora- 
tion is especially culpable. Keeping a 
nation of 185. million people adequately 
supplied with goods and services is, of 
course, a necessary means to the gen- 
„eral welfare; as well as one with its 
incidental fascinations and rewards. 
But the corporation customarily sees 
itself as an end, not a means. The 
trouble occurs when the economic ma- 
chine, including the corporation, comes 
to be regarded as the be-all and end-all. 


From such a conception of the economic 
order flows much of the confusion about 
national purpose, much of the bewil- 
déerment about Soviet progress, and 
most of the forms of irresponsibility 
now depreciating the general welfare. 

A few definitions will make the en- 
suing discussion more intelligible. 

By “responsible” is mainly meant the 
capability to distinguish right from 
wrong, and also accountability, both 
legal and moral, for actions taken and 
actions not taken. 

It is to be noted that this definition 
has two parts. “The first is personal 
and has to do with what managers 
learned in Sunday school. The second 
part, accountability, is nonpersonal and 
has to do with the corporation’s duty 
to the common good, the main elements 
of which, it may be recalled, are peace, 
order, freedom, and justice. 

By “irresponsible” is mainly meant 
the antithesis of responsible. Irresponsi- 
bility is characterized by unethical and 
morally distasteful behavior. Irrespon- 
sibility is marked by short views, self- 
righteousness, hypocrisy, and disdain 
for the common good. 

By “corporation” is meant the large 
corporation, defined by Richard Eells 
in The Meaning of Modern Business + 
as: 

. an instrumentality of many interests 
with a multiplicity of purposes, becoming, 
as it were, a society in microcosm, a lesser 
society circumscribed by a greater, and no 
longer an organizational means of achiev- 
ing the single goal of profitable return to 
its original owners. 


Tue GROWTH OF SELF-SCRUTINY 


It would not serve much purpose to 
try to state what the corporation itself 
considers its responsibilities to be. This 
would be an encyclopedic task, as the’ 


1New York: Columbia University Press, 
1960, p. 37. 
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authors of Tke American Business 
Creed? discovered several years ago. 
As never, before, the large firms are 
scrutinizing themselves, and no one 
would wish to decry the growth of true 
inward gazing by corporations. -But 
much that starts out as corporate in- 
trospection regrettably ends up as a 
game of “Mirror, mirror on the wall, 
who’s the fairest firm of all?” 

Much is being made of the value to 
society of this novel self-scrutiny, so 
several observations may be in order 
about the process. One is that the 
corporation, no matter what it says, 
wishes to be judged in its own court. 
This question is touched on in more 
detail later. Here it is enough to point 
out that criticism of corporations is re- 
garded by most managers as an attack 
on the American way—such criticism, 
of course, coming always “from the 
outside,” for managers are just about 
` as likely to criticize one another 
as are newspaper publishers. Passing 
note may be taken here of the ardent 
love affair between managers and the 
corporations they manage. This ro- 
mance unfailingly mystifies observers 
in other countries, who see it as a 
psychological curiosity, like`a man’s 
persistent passion for an indifferent 
woman. _ 

Yet, despite its inhospitality to criti- 
cism, the corporation has taken heed 
of it in the last generation, and the 
result is what is called social responsi- 
bility and the corporate conscience. 
The general view of this paper is that 
the activities embraced by these phrases 
are too little, too late, and too super- 
ficial, are directed at the wrong objects, 


and have not resulted in an exercise ` 


of responsibility commensurate with the 
size and importance of the modern 
corporation. 


2 Francis X. Sutton and Others, Cambridge 
Mass.: Harvard University Press, 1956. 


Tue PAINS or LEADERSHIP 


As is well-known, this country did 
not seek its role as world leader but 
stumbled into it. By similar chance 
and circumstance, the corporation 
stumbled into the leadership of Amer- 
ican society. The manager, especially 
the manager of the big company, is a 
member of the power elite, though he 
may not like the phrase, and, with his 
peers in the military, makes the de- 
cisions that set many national goals 
and that determine cultural tone. The 
corporation is the largest and most in- 
fluential nongovernmental institution, 
an eminence it did not seek and gives 
many signs of not wanting. Much of 
the manifold public-relations activity 
on its behalf aims at invisibility, that 
is, at giving the corporation so much 
protective coloration that it will be 
hard to pick out from. the surrounding 
scenery, a contemporary search for the 
“there’s nobody here but us chickens” 
effect. This may be called the doctrine 
of quietism. And, when the corpora- 
tion on unavoidable occasions—the an- 
nual report is an example—steps out 
of its self-effacing frame, the effort to 
colloquialize merely takes a different 
form. Thus, a vast international oil 
company tries to represent itself as es- 
sentially like the corner drug store, only 
bigger. 

In a person, the hankering for 
anonymity can be passed off as shy- 
ness or eccentricity. In the large cor- 
poration, it is partly a reaction to the 
public-be-damned era, partly a desire 
to avoid the attention of legislators. 
As Erich Fromm shows, it also re- 
flects a desire to be loved. Anybody 
knows that a modest lass has more luck 
than a tomboy. But, chiefly, the cor- 
poration relies on the tranquilizing ac- 


8The Art of Loving (New York: Harper, 
1956). 
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tivities of public relations because of 
its uncertainties about itseli—that is to 
say, it is-short on theory. The corpo- 
‘ration takes on a bewildering variety 
of jobs, but it resorts to slogans instead 
of thought when asked why. Questions 
about theory are annoying and embar- 
rassing, thought to be not worth the 
attention of busy executives. All non- 
profit activities are, therefore, lumped 
under the heading of social responsi- 
bility. But this is a spasmodic reac- 
tion to swift change and a long way 
from a vigorous theory. Yet, a theory 
of what they are doing is all-important 
to managers, as they prove with their 
daily hosannahs to free enterprise. 


Tue SHORTFALL OF INTELLECTUALS 


The absence of any theory adequate 
to comprehend today’s economic uni- 
verse has been widely noted and needs 
no further comment. It is not to be 
included among the forms of corporate 
irresponsibility, for the blame to be as- 
sessed on this count must fall on the 
universities and the intellectuals. The 
universities could begin to fill this void 
if they would devote less time to serv- 
icing the business community and the 
cold war and more to trying to under- 
stand and explain our complex political 
economy. When Gardiner Means ob- 
served recently that “the modern cor- 
poration has undermined the precon- 
ceptions of classical economic theory as 
effectively as the quantum undermined 
classical physics at the beginning of 
the 20th century,” * he-was not indict- 
ing the corporation but prescribing one 
of the important intellectual tasks of 
the time. He was telling the university 
to get on with its job of explicating 
the modern world and the institutional 
and political changes dictated by tech- 
nology. There are few signs yet in the 


4“Collective Capitalism and Economic 
Theory,” Science, August 16, 1957. _ 


universities, for example, that they 
understand the radical change in eco- 
nomics in this country, the change from 
the allocation of scarce resources to the 
allocation of surplus capacity and sur- 
plus resources. The task is not one for 
economists alone but for many disci- 
plines from philosophy to sociology. 

A theory adequate to our present 
condition would be that of a wealthy, 
internationalized, and technologized 
democracy in which all the strands 
making up the general welfare are ir- 
retrievably skeined. It would be the 
theory of a mature political economy. 
It would shun the economic determin- 
ism to which Americans -today are al- 
most as devoted as Russians, and it 
would heed the words of Durkheim 
sixty-five years ago when he said: 
“When one starts with the maxim that 
there are none but economic interests; 
one is their prisoner and cannot rise 
above them.” - à 

This continuing slackness of intel- 
lectual nerve or curiosity is funda- 
mental to American perplexities and 
vexations. It explains the ‘whirligig 
quality of the discussion of national 
purpose. How can this country export 
the commodity called the American 
way when Americans themselves do not 
understand what it is? 


Tae Common Uncommon MEN © 


In taking up the forms of corporate 
irresponsibility, such well-publicized 
conflict of interest situations as those 
involving the Chrysler Corporation and 
the Prudential Insurance Company will 
be passed over. The togetherness that 


- brought so much sadness upon the 


electrical-supply companies will be al- 
luded to only mildly and delicately. 
Yet it must be remarked that the 
crowded dramatis personae of this case 
tend to bring in question Crawford 
Greenewalt’s statement in’ The Uncom- 
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mon Man? that “A disposition on the 
part of a single individual within the 
organization to be a scoundrel would 
encounter tough going. The number of 
people he would have to persuade to 
join him on the primrose path would, 
I think, dishearten the most deter- 
mined.” 

However, what is irresponsible is not 
necessarily illegal, and these matters 
are referred to for the light they throw 
on the common law of the corpora- 
tion, by which is meant that body of 
precedent and accepted practice by 
which the corporation more and more 
demands that it be judged. Some of 
the most . advanced corporate practi- 
tioners of social responsibility were, 
after all, involved in the widespread 
thimblerigging in the electrical-supply 
industry. 

Let us consider a few samples from 
an almost inexhaustible list of corpo- 
rate irresponsibilities. As a starter, 
there is an episode in the 1961 history 
of Dick Tracy, the celebrated detec- 
tive. Tracy was troubled with one 
Fresh and her heavily muscled and 
bearded infant, name not given. So 
amazingly .strong was this baby that 
from birth he wrenched chairs asunder 
and bent steel rods in his tiny fists. 
Enter. Mr. Upshaw, from one of the 
big advertising agencies, which handles 
Corny Wheat, the twenty-five-vitamin 
breakfast food. Mr. Upshaw wishes to 
associate the tiny Hercules and his 
whiskers with Corny Wheat and offers 
$50,000 for the association, “or more!” 
exclaims Mr. Upshaw. The television 
commercials would suggest that those 
amazing biceps (and maybe whiskers, 
too) could be attributed to regular in- 
gestion of Corny Wheat. There was, 
of course, no connection between the 
child’s muscles and Corny Wheat. A 
fraud was proposed and accepted. 


5 New York: McGraw-Hill, 1959, p. 27. 


That the deal, quickly made, was post- 
poned after the baby’s whiskers were 
burned off is of no concern here. 
Tracy’s creator accepted the irrespon- 
sible common law of advertising and 
passed it along to his vast public as a 
desirable mode of business. 


SELF-INTEREST VERSUS JUSTICE 


An associated form of irresponsibility 
is presented in the case of Jean Muir, 
the television actress dropped by a 
large food company in the early ’fifties 
because of rumors Circulating about her 
political views. This was one of the 
first waves in a storm of black-listing. 
An argument could have been made for 
this action as an act of responsibility 
to stockholders if the company had . 
bluntly declared that its interests were 
solely and simply in profits and that, 
since Miss Muir threatened sales, she 
had to go. But this case could not be 
made, for the company had made a 
hullabaloo for years about its social re- 
sponsibility and about its uncompro- 
mising dedication to the Constitution. 
Here was an. opportunity to perform 
according to the dictates of the justice 
the company declared it so much ad- 
mired. If General Foods had acted 
according to its self-proclaimed respon- 
sibilities at that moment, there is some 
chance it might have saved much of 
American business years of ignominy 
and graceless behavior. As it is, it 
merely becomes another instance of 
corporate irresponsibility. 

Advertising is so willing an accom- 
plice of corporate irresponsibility that 
it must expect to appear often in a 
catalogue of this kind. Consider adver- 
tising’s discovery and methodical ex- 
ploitation of the teen-age market. Here 
are clearly drawn the lines of battle 


. between those who would sell and those 


who would train, between the manipu- 
lators in one phalanx, and school, 
church, and mother in the other. Con- 
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sider, too, advertising’s part in the fate- 
ful paradox of Mr. Smith as consumer 
and Mr. Smith as union member. As 
consumer, he is cajoled, pounded, and 
motivationally motivated to buy. As 
union member, Mr. Smith is solemnly 
warned to beware of union leaders who 
tell him that he needs wage increases 
if he is going to buy what he is cajoled, 
pounded, and motivationally motivated 
to buy. 

Planned obsolescence is one of the 
more obvious forms of irresponsibility. 
Waste is inevitable in any form of or- 
ganization. But it is a triumph of ir- 
responsibility to elevate waste to a 
principle in a society which, even 
though affluent, is yet far from provid- 
ing a minimum decent life for all its 
citizens. 

Critics are sure to remind us that 
the United States, after all, is the best- 
off of nations, and measurably better 
off in all respects in this generation 
than last. But these comments are not 
directed at our history or accomplish- 
ments. -They are aimed at aspects of 
the economic order that, at a crucial 
stage, are actively hindering progress 
toward a society that will be open, free, 
and just in the best sense of those 
words and able to play its part in a 
world order whose new and radically 
altered dimensions are clear to all who 
are willing to look. 

A cherished corporate legend is that 
governmental bureaucracy is inefficient, 
full of featherbedding dullards, and 
tends toward venality but that the bu- 
reaucracy „of the large company com- 
prises high-minded and overworked 
gentlemen whose eyes are on a brighter 
star. This line is one of the main 
strands of the political irresponsibility 
of corporations. Though it might, at 
first glance, seem merely an engaging 
self-deception, it, in fact, tears away 
at respect for law and government, 
which are the joint creations of people 


for their own good, and aggrandizes the 
private company as somehow superior 
both in aim and practice. Closely 
related to the managerial theory of 
dunderhead government is that of cor- 
porate perfectionism. This is the in- 
sistence that the corporation never 
makes a mistake, so that, when some- 
thing goes wrong, the fault may al- 
ways be found elsewhere—in some 
government office, in .the perfidy of 
unions, in unfair competition from 
beyond the seas, on in the fickleness of 
the public. A-quaint consequence of 
this theory is that those few who make 
the corporate mistake—for mistakes are 
made—suffer little, and those many 
who had nothing to do with the de- 
cision suffer much. Thus, a mistaken 
judgment about a new product does not 
result in firing the managers who made 
the judgment but in laying off the 
employees who were not involved in it. 
Anyone can count on his thumbs the 
mistakes that have been acknowledged 
by corporations; there is no need to 
enlarge this point. 


SEEN FROM A ReAR-View MIRROR 


More significant by far is the gen- 
eral corporate outlook on the political 
scene. It is, not to put too fine a point 
on it, a clear and steady survey through 
the rear-view mirror. The same men 
who are adventurous in laboratory and 
office and of consummate enterprise on 
the sales front are starchy and unim- 
aginative when confronted with politi- 
cal issues. An especially prickly prob- 
lem, for instance integration, will send 
them to storm cellars, whence they 
send forth bulletins announcing that it 
is not the business of business to take 
part in distasteful political situations. 
Social responsibility does not often 
include political responsibility. The 
large corporation usually invokes the 
wall of separation between industry and 
state, a barrier much resembling those 
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doorways made of jets of hot air now 
in increasing vogue in office buildings. 

Lately, however, some corporations 
have been carving holes in this wall 
with corporations-in-politics campaigns. 
This is a development that promises to 
be of lasting importance and perhaps 
of benefit. For years, the large cor- 
poration has been baffled by a para- 
doxical public that enthusiastically 
buys its wares and just as enthusiasti- 
cally votes candidates into office on 
anti-big business appeals. An under- 
standing of the ballot box is the begin- 
ning of political wisdom and responsi- 
bility. However, at the moment, the 
movement is full of ambiguities and 
dead ends, largely caused by the in- 
ability of large corporations to figure 
out what the corporation qua politician 
is, by their unwillingness to confront 
all the political problems, and by the 
inveterate conception of government 
as machinery to be manipulated to the 
ends of the corporation. That these 
are old-fashioned notions inappropriate 
in a full-fledged political economy was 
candidly acknowledged by Henry Ford 
II in a speech in 1961: ° 


We must try a whole lot harder than in 
the past to approach national problems 
and specific legislative questions in a posi- 
tive and constructive spirit. For years 
the basic reaction of business and leading 
business associations to almost any kind 
.of proposal for governmental action in 
economic and social matters, tax increases, 
public works, and the rest has been a flat 
and violent no! I don’t suggest that we 
start saying yes when we ought to say no, 
But it does seem to me that we are seldom 
if ever ready with an intelligent alterna- 
tive solution to a problem. 


Thus spoke Mr. Ford, who sees the 
danger in steering a political economy 
by peering only through the rear-view 
mirror. 


6 President’s Conference on Public Affairs, 
Detroit, January 5,-1961. 


TECHNOLOGY AND EMPLOYMENT 


The irresponsibility of political short 
views is readily illustrated by consider- 
ing the corporate attitude toward tech- 
nology and employment. The United 
States is moving into an epoch in which 
most of the ancient evils, drudgery, 
want, war, can be eliminated or mini- 
mized. The venerable rule which says 
“the more machines, the more jobs” 
is being repealed. The probable effects 
of automation are a matter of surmise. 
But what is not a surmise is that there 
will be a very great deal-of automa- 
tion and that traditional ways of coping 
with.such developments—collective bar- 
gaining, for example—are clearly in- 
adequate. What shall we do when we 
can meet all our needs with half or a 
quarter of the available supply of 
labor? This dark issue is lingering just 
over the horizon, its harbingers already 
among us in nests of technological un- 
employment. Americans are beginning, 
also, to understand that automation 
means more centralized decision-making, 
more and more influence in the hands 
of fewer and fewer people. What has 
the corporation to say about these 
momentous problems? Up to this point 
virtually all that has been heard has 
been the usual pieties about things 
working themselves out and not inter- 
fering with progress. This is not an 


- easy matter to think about, to be sure, 


yet it is sad that the great corporations 
appear not to be willing to make the 
effort. 

A different style of political irre- 
sponsibility is harshly illuminated by 
United States problems in Latin Amer- 
ica and in the other less-developed 
parts of the world. No one acquainted 
with the behavior of Western corpora- 
tions on their pilgrimages for profit 
during the last fifty years can really 
be surprised to learn that the African 
explosions now taking place are doing 
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so in an anti-American and anti- 
capitalist context. For many years, 
these continents have been happy hunt- 
ing grounds for corporate adventurers, 
who have taken out great resources and 
great profits and left behind great 
poverty, great expectations, and great 
resentment.- Gunnar Myrdal? points 
out that capitalist intervention in 
underdeveloped countries thus far has 
almost uniformly had the result of 
making the rich richer and the poor 
poorer—a spectacular record of political 
-irresponsibility on a global scale. These 
unfriendly raids on the resources of 
` others, of course, have their domestic 
counterpart in undiminished raids on 
our own timber, oil, and grazing lands 
and mineral deposits. 

The -immediate future should tell 
whether corporate leaders are repentant 
and now willing to share in the social 
and money costs of building up the 
backward parts of the world. But the 


- corporation is not well equipped to play 


anything but a secondary role to gov- 
ernment and international agencies in 
the tasks that must be undertaken in 
these areas. A far from uncharacter- 
istic article, “International Intelligence 
for the International Enterprise,” . by 
J. J. Beauvois, in The California Man- 
agement Review ® discloses why this is 
so. In eight. pages, Mr. Beauvois, a 
management consultant, suggests only 
once that the international company 
seek to understand the history and 
aspirations and culture of the people 
of underdeveloped countries. He ad- 
vises that the maximum intelligence be 
garnered about economic and political 
conditions and the prospects of profit 
and concludes by saying that the inter- 
national manager of the 1960’s will 
have two responsibilities—one to stock- 
holders, the other to America’s part in 

1 Rich Lands and Poor (New York: Harper, 


1958). i 
8 Vol. 3, No. 2 (Winter 1961), p. 39. 


the cold war. A new and sensitive na- 
tion might be excused for finding a few 
flaws in this approach. 


THE CORPORATION AND WAR 


A closely related category of irre- 
sponsibility is the posture of the cor- 
poration on questions of war-and peace. 
The prospect of the destruction of civi- 
lization is looking the country dead in 
the eye. The contribution of our in- 
dustrial potentates to the debate on this 
crucial issue, as far as one is aware, 
is almost exactly zero. Threadbare 
rhetoric about the malevolence of the 
Russians and the unimpeachable right- 
ness of our side does not count. In 
Russia, ‘one expects submission ‘and 
silence from Soviet commissars about 
such matters. But ‘should Americans 
expect silence and submission from 
their own industrial leaders? ‘Yet, ex- 
cept for the late E. T. Weir’s insistence 
on reasonableness in dealing with Mos- 
cow,.W. T. Holliday’s advocacy of 
world government, and Cyrus Eaton’s 
relentless campaign for words of peace 
rather than those of war, the scoreboard 
is virtually blank. It is difficult to 
recall a single constructive suggestion 


‘from corporate headquarters for hasten- 


ing disarmament or, indeed, any en- 
thusiasm for the general idea. The 
evidence, alas, all seems to be to the 
contrary, that business has no interest 
in disarmament. 

` Nor can any other step toward peace 
by the corporation be named nor a 
single criticism of official policy. The 
businessman’s passion for frugality in 
government which is so aroused when 
public works or federal aid to education 
are mentioned is extinct „where the 
arms budget is concerned. After Presi- 
dent Kennedy’s first State of the Un- 
ion address, a Los Angeles. newspaper 
noted that West Coast businessmen 
were “sighing with relief” and express- 
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ing the “deepest satisfaction” with the 
President’s assurance that there would 
be no letup in missile, airframe, and 
electronics orders. The stock market 
took its customary sharp flight upward. 
These semiautomatic responses appear 
to be all that may be expected from 
industrial leaders on the most critical 
issue of the day. If they have any 
ideas or enthusiasm for peace, it is 
rigorously concealed. 

A noted political scientist recently 
proposed that business leaders ought to 
devise a system of effective disarma- 
ment controls that would be more ex- 
pensive and more complex than the 
present armaments race. Such a pro- 
gram, he argued, would be certain to be 
adopted by Congress and the labor 
‘unions, and military suppliers would be 
wooed away from the Defense Depart- 
ment and war into the Inspection De- 


partment and peace. But even such an‘ 


all-American method of seeking peace 
and the salvation of the economy has 
‘been little investigated by those in 
charge of our industrial machinery. 
Seemingly, they are content to know 
that they are working out, surely to the 
pleasure of the Kremlin’s propagandists, 
the war-dominated economic pattern 
described by Marx as indispensable to 
capitalism. So 


GOVERNMENT OF CORPORATIONS 


Americans rightly believe that the 
quality of life under their self-governing 
system is superior to that under a 
tyranny or under a despot, however 
well intentioned. This is what we say 
the cold war is all about. Aside from 
the deep conviction that constitutional 
democracy is the only just form of 


government, Americans point to the, 


particular virtues with which it endows 
the common life: openness, freedom, 
opportunity, choice. The benevolent 
despotism ‘of the corporation can in- 


clude many advantages like utter se- 
curity, but all are achieved at the price 
of some of the virtues just mentioned. 
Perhaps it is too much to ask of ‘cor- 
porate life that it improve those ex- 
posed to it, that it make better men 
of them, so to speak. But it is not too 
much to ask that it not make worse 
men of them. In a despotism, the qual- 
ity of life is inevitably smudged, or 
changed, or degraded. What the despot 
can give he can take away. Though his 
sanctions may never be used, they are 
always ready at hand. 

Now, without fitting the metaphor 
into contemporary circumstances too 
tightly, one can still ask ‘about the 
quality and texture of corporation life 
in this context. Managers do not like 
the answers given by social scientists, 
by novelists and playwrights, and by 
outsiders generally. Yet few indeed are 
the answers provided by the hand of 
corporate experience, and, so, we are 
pretty much left with the impression 
passed on by the sociologists and novel- 
ists. That they frequently strike a re- 
sponsive note reflects what we learned 
in school and in experience about life 
on well-run baronies. It is not that the 
inhabitants of such fiefdoms had par- 
ticularly onerous lives, it is that their 
condition was decided by someone else. 
It is one thing to choose an empty and 
ordinary life and another to have no 
choice in the matter. It is unaccept- 
able to argue that today’s corporate 
man can always quit, for the simple 
reason that he can only go to another 
corporation. It is irresponsible to 
argue that the quality of life in the 
corporation has no connection with its 
neofeudal government. The present 
mode of corporate government is a 
potent teacher of political apathy and 
nonparticipation. ; 

The irresponsibilities here enumer- 
ated make up a substantial indictment, 


- but they are intended to show struc- 
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tural defects and not moral turpitude 
in managers. The principal defect is 
that of the theory of a mature political 
economy; no one understands what. the 
corporation is all about, its place in 
the economic order, and the purpose of 
the economic order itself in a constitu- 
tional democracy. Nietzsche - said: 


- novel, 


“The commonest ‘stupidity is in forget- ` 
ting what we are trying to do.” To- 
day’s world is hazardous and radically 
The continuing irresponsibility 
of the corporation is its reliance on the 
belief that what it was trying to do a 
half-century ago is its manifest duty in 
Year 17 of the Atom Age. 


The Adequacy of Internal Corporate Controls 


By W. WALLACE KIRKPATRICK, 


ABSTRACT: In order for a corporation’s activities and con- 
duct to be what its top management wants, there must be ade- 
quate internal corporate controls to assure that management 
knows what is, in fact, going on and that management’s in-. 
structions are being carried out. The antitrust electrical cases, 
the heavy losses suffered by General Dynamics thraugh its Con- 
vair division, and Chrysler’s troubles over conflict of interests 
among its executives are illustrations which point out the fail- 
ure of internal systems of control. In each case, top manage- 
ment did not have the benefit of adequate internal controls so 
that it could prevent illegal or improper or unfortunate events- 
from occurring, to the detriment of the corporation. These in- 
stances suggest the timeliness of an inquiry into the adequacy 
of internal corporate controls in the large American corpora- 
tions in order to ascertain what really is “the corporation.” 
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OR more than thirty years, the 

nature of the corporation has been 
a favorite topic of discussion. Writers 
have been. concerned with how the 
mechanism of the corporation, vitalized 
by the last century’s industrial revolu- 
tion, could and should be adapted to 
the expanding economic and social 
pressures of this century. 

The corporation was formerly kept 
in check by limiting its powers in cor- 
porate charters. The legal doctrine of 
ultra vires further restricted the corpo- 
ration’s allowable activities to the char- 
ter’s reasonable confines. But expand- 
ing business’ real or imagined needs 
created pressure of such magnitude that 
this sort of restriction lost its effective- 
ness, and states competed with each 
other to adopt liberal laws permitting 
a corporation to be chartered for prac- 
tically any purpose. And ultra vires 
lost much of its significance as a check 
on what a corporation could do. 

At the same time, the nature of the 
corporation, or at least of the great 
corporation, began to shift. The law 
traditionally ‘taught that the business 
of the corporation was managed by its 
board of directors, who were chosen by 
the stockholders-owners and who super- 
vised the officers whom they chose to 
run the details. But ownership and 
control of the big corporation began 
to be separate things, and the classical 
theory of the corporation developed by 
the lawyer and the economist came into 
question. 

In the early 1930’s, the changing 


nature of the corporation was discussed . 


and analyzed,’ and the managerial 
revolution was dissected by several au- 
tors., Berle and Means began this 
general analysis of the modern corpo- 
ration in 1932. Since then, theories of 
the corporation in the political, social, 
economic, and legal world have been 
advanced, contradicted, reiterated, and 
tempered. Mason’s collection of con- 


.and to the general public. 


tributions is the most significant recent 
exposition of views on this subject. 
Various kinds of controls over a cor- 
poration’s powers have been advocated 
and some have been adopted. The chief 
methods have been compulsory dis- 
closure of facts and reliance on pub- 
licity. The discussion of the need for 
still other types and kinds of controls 
over the ‘corporation has led to con- 


` sideration of the role the corporation 


has today and the one it should have, 
of its powers, and of its responsibili- 
ties to stockholders, to its community, 
Corporate 
democracy or corporate constitutional- 
ism or corporate statesmanship have 
been suggested to answer certain of the 
problems raised by the facts of life of 
the large corporation.? 


NEED FOR INTERNAL CONTROLS 


But before any intelligent conclusions 
can be offered as to the role and status 
of the large corporation in today’s so- 
ciety, we should make certain that such 
corporation’s internal controls are ade- 
quate to assure that its conduct con- 
forms to whatever kind of conduct 
management desires or is constrained 
by law or other external force to desire. 
“Management” in the sense here in- 
volved could be the board of directors, 
or the chief executive officer with his 
board, or without it, or the very top 
level of the officer hierarchy. It is the 
individual or relatively small group who 
speaks for the corporation and has ulti- 
mate responsibility for decisions. 


1 Edward S. Mason (ed.), The Corporation 
in Modern Society (Cambridge, Mass.: Har- 
vard University Press, 1959). i ‘ 

2 This criticism of the modern corporation 
has been well summarized by Henry G. 
Manne. See “The ‘Higher Criticism’ of the 
Modern Corporation,” Columbia Law Re- 
view, Vol. 62 (March 1962), p. 399, and 
“Current Views on the ‘Modern Corpora- 
tion, ” University of Detroit Law Journal, 
Vol. 38 (June 1961), p. 557. 
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Obviously, in the large corporation, 
many of its activities must be carried 
on by senior and supposedly responsi- 
ble officers and employees below the 
top level of management. Internal 
controls must operate sufficiently well 
to determine the corporate activities 
through the ordinary mechanical oper- 
ating levels, or else consideration and 
even resolution of the corporation’s 
role and status may not influence its 
conduct. Three recent well-publicized 
instances suggest that internal controls 
may be utterly inadequate to give 
any assurance that the large corpora- 
tion’s conduct will resemble the pattern 
charted by management. 


THE PHILADELPHIA ELECTRICAL- 
EQUIPMENT CASES 


The first of these disquieting in- 
stances occurred in Philadelphia in 
1961. Twenty indictments were re- 
turned over a period of eight months 
naming as defendants a total of twenty- 


nine corporations and forty-six indi-_ 


viduals, charged with violating Sec- 
tion 1 of the Sherman Antitrust Act 
by fixing prices on various types of elec- 
trical equipment. Some of the indict- 
ments charged more elaborate schemes 
of bid-rigging and customer allocation 
. than did others, but, basically, each of 
the indictments alleged price-fixing by 
` the defendants on the particular com- 
modity concerned. 

The first group of these cases was 
described by the then Attorney Gen- 
eral as charging “as serious instances 
of bid rigging and price fixing as have 
been charged in the more than half 
century life of the Sherman Act.” The 
later cases concerned even more im- 
portant products. After the district 
court refused to accept pleas of nolo 
contendere * from defendants over the 

8A plea to a criminal charge meaning, 


literally, “I do not wish to contest” and in 
law having for the purpose of the particular 


objections of the government, the cases 
were finally disposed of by substantially 
all of the corporate and individual 
defendants pleading guilty in the more 
significant cases and nolo contendere, 
with the government’s consent, in the 
others. No trial took place in any of 
these cases since no defendant rested on 
a not-guilty plea. 

Fines totaling just under two million 
dollars were imposed on the corpora- 
tions and jail sentences on thirty indi- 
viduals. Seven of these corporate of- 
ficials did not have their jail sentences 
suspended and were compelled to serve 
their time. 

Of the corporate defendants, the two 
largest by far were the General Electric 
Company and Westinghouse Electric 
Corporation. In Fortune’s list of the 
500 largest American corporations 
ranked by sales figures for 1960, Gen- 
eral Electric was number four, with 
total sales of -$4.2 billion. Westing- 
house was ranked number 16, with 
sales just under $2 billion. Few of the 
remaining companies made the 500, 
and the next company, Allis-Chalmers 
Manufacturing Company, was down at 
number 85, with sales of ‘$500 million. 
Westinghouse was named a defendant 
in all twenty indictments and General 
Electric in all but one. 
was a defendant in only eight of the 
cases. 

The seriousness of the conduct re- 
vealed by these charges and pleas was 
underscored by the trial judge at time 
of sentencing: 


This is a shocking indictment of a vast 
section of our economy, for what is really 
at stake here is the survival of the kind 
of economy under which this country has 
grown great, the free enterprise system. 
. . . Some extent of the vastness of the 





case in which the plea is entered the same 
effect as a plea of guilty. In federal courts 
today a plea of nolo contendere can be en- 
tered only with permission of the judge. 


Allis-Chalmers . 
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schemes for price fixing, bid rigging and 
job allocation can be gleaned from the 
fact that the annual corporate sales cov- 
ered by these bills of indictment represent 
a billion and three-quarter dollars. Their 
pervasiveness, likewise, may be judged by 
the fact that the sales herewith are con- 
cerned with a variety of products. These 
were made not only to private utilities 
throughout the country, but by sealed bids 
to federal, state and municipal govern- 
ments. i 


Top management not indicted 


Despite the seriousness of these of- 
fenses, the length of time they had been 
continued, the volume and variety of 
business they affected, and the extent 
to which General Electric and Westing- 
house were involved, the government 
did not indict and obtain pleas from the 
top management of either of these 
companies. Some seventeen individuals 
from General Electric, including three 
vice-presidents, pleaded guilty or nolo 
to various indictments, but not the 
chairman of the board, the president, 
or the so-called group vice-president. 
In fact, at one point, the government 
stated in open court that it had not 
charged and‘ did not claim that any 
member of the General Electric board 
of directors, including the chairman and 
the president, had knowledge of the 
conspiracies pleaded in the indictments, 
nor did it claim that any of these men 
personally authorized or ordered com- 
mission of any of the acts charged. 

Regarding Westinghouse, two vice- 
presidents and some ten other em- 
ployees were indicted. But the presi- 
dent and the highest management 
echelon were not made defendants. 

The trial judge commented: 


While the Department of Justice has 
acknowledged that they were unable to 
uncover probative evidence which would 
secure a conviction beyond a reasonable 
doubt of those in the highest echelons of 
the corporations here involved, in a 


broader sense they bear a grave responsi- 
bility, for one would be most naive indeed 
to believe that these violations of the law, 
so long persisted in, affecting so large a 
segment of the industry, and, finally, in- 
volving so many millions upon millions of 
dollars, were facts unknown to those re- 
sible for the corporation and its con- 
duct. ... 


This suggests a most startling break- 
down in any monolithic concept of 
the corporate entity. Serious, long- 
continued violations of law involving 
millions of dollars and many products 
were engaged in by senior and sup- 
posedly responsible officers and em- . 
ployees, who were. handsomely paid 
(up to $135,000 a year) and given 
corporate authority. Although, of 
course, the corporation never claimed 
not to be criminally liable for the acts 
of these vice-presidents and employees, 
still, top management could not be 
shown to have had knowledge of these 
activities. 

But, when the electrical-equipment 


“price-fixing inquiry moved from the 


United States District Court to the 
Senate Judiciary Committee’s subcom- 
mittee on Antitrust and Monopoly, the 
public record covering top-managements’ 
involvement was developed much more 
fully. Details on two points of interest 
in this connection were extensively ex- 
plored by Senator Kefauver. 


Claimed lack of knowledge 


The first point was the claim, under 
oath, by top management of complete 
lack of knowledge of any kind about 
the illegal conduct admitted in Phila- 
delphia. The chief executive officer. of 
General Electric and its president and 
the group vice-president responsible for 
all the products involved denied re- 
peatedly and under persistent question- 
ing any knowledge or suspicion of any 
price-fixing or of anything that would 
make them suspect such activities on 


Tue ADEQUACY OF INTERNAL CORPORATE CONTROLS 79 


the part of their subordinates. 
larly, Westinghouse’s president and his 
top vice-presidents asserted complete 
absence of any knowledge of what had 
been going on below them. 

Such testimony raises serious ques- 
tions as to what the corporation really 
is—whatéver might be its role in 
modern society. Is it what top man- 
agement wants or says or plans, or is 
it what operating vice-presidents and 
their chief aides do and say? Are these 
two separate faces of the corporation? 
Are there no adequate internal controls 
to make top management aware of 
what is going on and able to direct it? 

Some skeptical comment was ex- 
pressed about the innate credibility of 
top-management’s testimony. Senator 
Kefauver later said: + 


Although many highly paid executives 
were indicted and plead, the topmost of- 
ficials of the largest companies were not. 
Many of us were left in wonderment as to 
how the top officials could not have known 
of such violations extending over so long 
a time in such a large segment of business 
running into millions of dollars necessarily 
affecting company profits and so well 
known to lesser executives. This is espe- 
cially true as to top officials who had risen 
through the ranks of the company over 
long periods of service. 


There was, in fact, direct testimony, 
under oath, from certain of the 
operating officers and employees that 


members—some now deceased—of top 


management not only knew of the 
price-fixing activities but ordered the 
subordinates to engage in such activities. 
However, the possibility raised by the 
conflicting testimony that top manage- 
ment knew what was going on presents 
a problem much easier to compre- 
hend and deal with, for this is just a 


4U. S., Congress, Senate, Committee on 
the Judiciary, Hearings on Legislation to 
Strengthen Penalties Under the Antitrust 
Laws, September 6, 1961. | 


Simi-- 


question of basic personal honesty and 
integrity, and not one of the adequacy 
of intracorporate controls. 

The first of the two points developed 
at the Kefauver hearing was the 
failure of intelligence about corporate 
activities to flow upward to top 
management, the absence of knowledge 
above about what was being done 
below. The second was the failure of 
direction and instruction to flow down- 
ward from top management, charged 
with final responsibility and control, to 
the operating levels. 


Company policy not followed 


Both Westinghouse. and General 
Electric had for years had an an- 
nounced and avowed policy of comply- 
ing with the antitrust laws. Both com- 
panies were fully aware of these laws | 
and had often been involved in anti- 
trust litigation. General Electric had, 
long before the Philadelphia cases, is- 
sued a company policy known as “20.5” 
which enjoined on all employees full 
compliance with the antitrust laws at 
all times and, in management’s view, 
enjoined more than mere observance 
of these laws. Responsible officers and 
employees were required to sign state- 
ments that they had read and would 
abide by 20.5. In addition, observance 
of the antitrust laws was ritualistically 
enjoined on each newly named division 
manager by the chairman of the board 
in a personal interview. 

Yet the word from on high was not 
observed by the subordinates. Some 
testified they got contrary verbal in- 
structions from intermediate levels of 
authority. Others swore they did not 
believe the top managers meant what 
they said, for they said it “with a 
wink.” Top mangement swore it meant 
this policy fully and sincerely. The 
subordinates swore they did not feel 
that management really meant it. 

An interesting and sad revelation in 
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the testimony of many of the sub- 
ordinates was their general maxim, 
“Don’t tell the lawyers.” Apparently, 
none of the operating officers and em- 
ployees engaged in the illegal conspira- 
torial activities felt the matter should 
be discussed with the company attor- 
neys—even with the attorney assigned 
to counsel the particular ‘division or 
branch. 

The situation described in the testi- 
mony presents a really serious problem. 
Assuming all witnesses are telling the 
truth, both General Electric and West- 
inghouse top management were doing 
everything they thought necessary to 
convey ‘to their operating people the 
company policy. Yet the message was 
failing to get through to the operating 
subordinates. Because things were 
- formerly done differently, or because 
"persons formerly holding positions in 
top management directed otherwise, 
subordinates believed that policy state- 
ments were meant only for window 
dressing, and the subordinates know- 
ingly violated not only their country’s 
law but also their company’s policy. 

So it appeared, from the Kefauver 
hearings, that top management was 
isolated. It did not get information 
from subordinates about what was, in 
fact, happening and what sort of ac- 
tivities were going on for long periods 
of time involving many products. And 
it did not get information to sub- 
ordinates about what it, in fact, wanted 
to happen, what policy was to be fol- 
lowed, what activities were not to’ be 
engaged in. Interior communications 
in the corporation were breaking down, 
and the corporate entity seemed to be 
coming apart. 

New and vigorous efforts of indoc- 
trination and education were promised 
by both companies and renewed efforts 
toward better communications between 
top management and subordinate oper- 
ating officials were pledged. Westing- 


house announced the hiring of a board 
of advice, including two eminent law- 
school deans and an outstanding law 
professor. And that company also an- 
nounced that its policy of compliance 
with the antitrust laws was, in the 
future, to be all by written document— 
“written instruction,” and “also written 
penalties.” i à 
Senator Hart’s comment on this is 


- interesting: 


It seems to me strange, and I am assum- 
ing that the persons to whom you were 
verbally giving a course on antitrust obli- 
gations were responsible people—I am sure 
they were—it seems to me strange that 
it makes a blessed bit of difference to a 
person like that whether you put it in 
writing or tell it to his face. It is an 
order, and it happens to be a law. Why 
the need for paperwork to get compliance 
with both a company policy and a na- 
tional law? Isn't this funny to you? 


And a ranking Westinghouse vice- 
president replied: “I wish I knew.” © 

The sentencing in the Philadelphia 
cases took place on February 6 and 7, 
1961. The Kefauver hearing occurred 
in April, May, and June of 1961. The 
public comment was extensive—the 
general press was full of all sorts of 
stories about the electrical-equipment 
companies, and the business and trade 
press commented fully and elaborately: 
on all phases of these cases and their 
details revealed either in the Phila- 
delphia court room or in Senator Ke- 
fauver’s hearing room. The latter par- 
ticularly” resounded with promises 
by corporate officials—of the topmost 
level in management—to make sure 
nothing like this should ever again 
occur.® 

5U. S., Congress, Senate, Subcommittee on 
Antitrust and Monopoly, Hearings on Ad- 


ministered Prices, Part 28, p. 17456. 
6 A full account of the electrical-equipment 


. cases is in John Herling, The Great Price 


‘Conspiracy (published by Robert B. Luce, 
Inc., 1962). 
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STEEL ForciIncs CASE 


This extensive public reaction makes 
particularly surprising the indictment 
returned on April 26, 1962 in the steel- 
forgings case. There, the two leading 
.steel companies, United States Steel and 
Bethlehem, along with two other com- 
-panies and a trade association, were 
charged with a criminal violation of 
Section 1 of the Sherman Act by 
agreeing to eliminate price competition. 
These great corporations were accused 
in the grand-jurv’s indictment of having 
fixed prices—incidentally, on products 
sold to General Electric, Westinghouse, 
and Allis-Chalmers—and rigged bids on 
open-die steel forgings. The charges 
are specific and detailed and involve an 
annual business of over $200 million, 
and it is alleged the conspiracy has 
continued since 1948 until “at least 
March of 1961.” 

Five individuals are also named as 
defendants in the indictment. Repre- 
senting the two smaller companies are 
the individuals who are presidents of 
each of these companies. But, repre- 
senting United States Steel and Beth- 
lehem, the individuals indicted are 
managers of sales or of products—indi- 
viduals below officer rank and far 
below top management. Presumably, 


the government lacked evidence suf-. 


ficient to justify charging top manage- 
ment with participation in the price- 
fixing activities. 

The defendants in this case have en- 
tered pleas.of not guilty. At this writ- 
ing (May 1962) there have been no 
other developments. But the indict- 
ment itself raises many questions of the 
adequacy of internal controls over cor- 
porate actions. Certainly, officials of 
United States Steel and Bethlehem 
were aware of the electrical-equipment 
cases. Were they, too, ignorant of 
what certain of their subordinates had 
been doing? Did they, too, vainly seek 


to pass on to their- subordinates a com- 
pany policy which was ignored in 
practice? Surely, top management in 
United States Steel and Bethlehem 
was not indifferent to Philadelphia’s 
lessons. Yet, a year after Philadelphia, 
these corporations are indicted on a 
price-fixing charge, which alleges that 
the conspiracy continued “at least” a 
short time after the sentences were im- 
posed in the electrical-equipment cases 
and many months after the first elec- 
trical indictments were made public. 
The forgings indictment raises di- 
rectly the question of how widespread 
in America’s. business is the failure of 


_intracorporate communication, upward 


and downward. After the Kefauver 
hearings, top management cannot real- 
istically presume that company policy 
is being followed by the operating of- 
ficials without any effort to ascertain 
whether this is, in fact, so. Every 
major corporation has a problem, to 
make sure that its internal communica- 
tions system is working in both up and 
down directions. The  steel-forgings 
case suggests that the internal com- 
munications and control. systems of two 
of our largest corporations may have 
been faulty or inadequate. 


GENERAL Dynamics’ TROUBLES 


The second recent instance which 
points up the questionable adequacy 
of internal corporate controls is the 
plight of General Dynamics. This cor- 
poration, ranked as the fifteenth largest 
in the nation, with sales of $1,987,749,- 
000 in 1960, is reported to be the 
world’s biggest manufacturer of weap- 
onry. Yet, an account in Fortune’ 
indicated that it has incurred over the 
last two years the biggest product loss 
ever sustained by any company any- 
where. : 

TR. A. Smith, “How a Great Corporation 


Got Out of Control,” Fortune, January and 
February 1962. 
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Fortune reported that the corpora- 
tion’s troubles grew out of construction 
of jet aircraft by its Convair division 
and its inability to control costs of 
manufacture coupled with ‘mistakes in 
planning and selling those aircraft. As 
of the first of 1962, it had written off 
losses of $425,000,000. There might be 
more to come. 

But, according to the survey, the 
reasons for the catastrophe appear to be 
a lack of control by top management 
over the activities of the operating of- 
ficials. General Dynamics was built by 
its founder as a conglomeration of di- 
visions that had previously been inde- 
pendent companies. The corporation 
was run on a completely decentralized 
basis, with its New York headquarters 


making no effort to police activities of- 


division heads. It appears that re- 
ports and information available to head- 
quarters were woefully inadequate to 
alert top management to serious trouble 
in the operating divisions. There was, 
reportedly, no way for the ultimately 
responsible decision-makers to learn 
the true state of affairs in Convair, one 
of the most important operating divi- 
sions. 
Management at the top and at the 
division operating level may have made 
mistakes in this case. But it is im- 
possible to read Fortune’s account of 
how a great corporation “got out of 
control” without believing that at least 
a substantial part of the trouble was 
-caused by a failure of communications, 
a failure of New York headquarters to 
get adequate information for it to under- 
stand and appreciate the seriousness of 
the situation in the Convair division. 
Intelligence did not flow upward to top 
management. It may be that the top 
management of General Dynamics 
wanted things to run that way and be- 
lieved that the affairs of the nine divi- 
sions of the company could only be 
managed on a decentralized basis. But, 


in this case, the increased autonomy 
granted the operating divisions and the 
lack of an adequate intelligence-report- 
ing system to top headquarters contri- 
buted to the heavy losses sustained and 
made necessary drastic personnel and 
basic corporate changes. 


CONFLICT OF INTEREST AT CHRYSLER 


The third instance which casts doubts 
on the adequacy of internal corporate 
controls is of a somewhat different kind. 
The General Electric and Westinghouse 
situations involved failure of communi- 
cations up and down the corporate chain 
of command, and the General Dynamics 
situation illustrated the failure of in- 
telligence to flow up to top management. 
The trouble Chrysler had in the sum- 
mer of 1960 over conflicts of interest 
may illustrate failure of information to 
flow sideways. 

On June 30, 1960 the giant auto- 
mobile manufacturer discharged the man 
it had made its president just about 
two months previously. The board of 
directors learned that he owned sub- 
stantial interests in two concerns whose 
sole function was the manufacture and 
sale of parts to Chrysler. The individ- 
ual had, according to published reports, 
owned interests in companies selling to 
Chrysler for about eight years. These 
interests were not concealed or held 
through nominees, although, according 
to Fortune’s account,® there is nothing 
to suggest that the man who became 
president had ever specifically revealed 
the existence of such interests to the 
directors. ; 

The interests held by the president 
and his wife in the outside firms were 
large, perhaps as much as half owner- 
ship. The outside firms were apparently 
dependent on Chrysler for their entire 


8 “Behind the Conflict at Chrysler,” Fortune, 
November 1960. 
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business. These are two factors which 
point up the seriousness of the conflict 
of interest in this case. Chrysler an- 
nounced after the dismissal that it had 
made a settlement agreement by which 
it would receive from the former presi- 
dent profits in excess of $450,000 made 
by him from interests in vendor com- 
panies. 

Apparently, the president was not the 
only senior official who held interests 
in outside companies dealing with 
Chrysler, although most, if not all, of 
the other instances involved less ex- 
tensive interests in companies not so 
dependent on Chrysler’s business. But, 
as Fortune’s editors described the 
Chrysler situation in mid-1960, the in- 
ternal corporate controls were not ade- 
quate to enable the board of directors 
to be aware of senior officers’ personal 
involvements outside the corporation. 
The board felt it desirable to have 
the corporation’s lawyers and account- 
ants conduct a thorough investigation 
of the many charges of conflict of in- 
terest, and, eventually, a report was 
issued stating that none of the then 
top officers of Chrysler had holdings 
in outside concerns of such size and 
under such circumstances that there 
was any reasonable likelihood of affect- 
ing the officer’s judgment in acting for 
Chrysler. 

Conflict of interest is difficult to de- 
fine. The outside holdings of Chrysler’s 
former president can be judged improper 
without necessarily deciding that the 
ownership of any interest in a supplier 


is also improper. The size and nature 
of the interest held, the circumstances 
under which it was acquired, the amount 
of business done between the two com- 
panies, and, particularly, whether all 
the facts were known to and sanctioned 
by the employer would all be relevant 
to any judgment as to proper conduct. 
This suggests that definite and clear 
internal procedures for disclosure of 
relevant information are desirable and 
were certainly lacking in the case of 
Chrysler. 

The troubles of General Electric and 
Westinghouse, of General Dynamics and 
of Chrysler clearly point out areas where 
internal corporate controls were thor- 
oughly inadequate. Pressures, varying 
with the company and the case, led 
subordinates to take actions or permit 
conditions to exist which were illegal 
or improper or unfortunate. And, in 
each case, the internal control system 
failed—failed to provide the responsible 
decision-maker with sufficient intelli- 
gence to enable him to perform his 
obligations to the corporation. 

An examination of the adequacy of 
internal corporate controls in our great 
corporations would seem to be in order. 
Legislative committees are, of course, 
considering certain aspects of this sub- 
ject. But, unless there is general as- 
surance that the great corporation will 
do and be what. its top management 
wants it to do and be, study of its role 
in modern society is complicated by 
the divergence between theory and 
reality. 
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The Corporation and the Shareholder 


By Davin B. WEAVER 


ApsTrACT: The incidents of a shareholder’s interest and his 
relationship to the corporation depend upon the characteris- 
tics of the corporation as well as the legal theory of such inter- 
ests. The most common form of shareholding in this country 
is ownership of shares in a large corporation whose shares are 
widely held and actively traded, usually on a national exchange. 
In such companies, shares are so-widely scattered that the tra- 
ditional legal concept of control exercised by the shareholders 
becomes unworkable. Corporate management becomes virtu- 
ally independent of any kind of internal control, raising ques- 
tions of the proper definition of its legal and ethical responsi- 
bilities and the means of their enforcement. Management 
responsibilities to shareholders should be defined with reference 
to shareholders’ legitimate expectations, a reflection of goals of 
passive investors rather than those of co-owners in a business 
enterprise. 
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HE number of Americans who hold 

shares in one or more business 
corporations has been growing steadily 
since the end of World War I, and, ac- 
cording to current estimates, is now 
more than 15 million. Millions of others 
have an indirect financial interest in 
the shareholdings of mutual funds or 
other financial institutions in which they 
have some stake. On even the slowest 
business day, the total number of shares 
traded, on the national, regional, and 
local exchanges and over the counter, 
runs into the millions—a small per- 
centage of the total shares outstanding 
but nonetheless a figure reflecting tens 
of thousands of individual transactions. 
Shareholding and transactions in shares 
have thus become commonplace, but 
what exactly does it mean to be a share- 
holder? What is the relationship be- 
tween the shareholder and the corpora- 
tion whose shares he holds? 

The answer to these questions must 
begin with an excursion into the legal 
theory of corporations as it is em- 
bodied in the state corporation codes. 
All business corporations, no matter 
what their projected size and character- 


istics, are formed under the authority 


of these state statutes and governed by 
their provisions. In many respects, the 
codes are permissive rather than regu- 
latory, that is, they permit businessmen 
to write their own ticket, giving their 
corporation characteristics deemed suit- 
able for the specific use to which it will 
be put. This tailoring process occurs 
in the preparation of the corporate 


charter, a necessary preliminary in the- 


formation of a corporation. One must 
look to that document as well as the 
general corporation law for exact defini- 
tion of the interest of a shareholder in 
a particular corporation. 


THE TRADITIONAL CONCEPT 


Nevertheless, allowing for variations 
based on special charter provisions, some 


valid generalizations about the share- 
holder’s interest may be made. To 
begin, the shareholder as such may play 
only a limited role in the direction and 
conduct of the corporate business. The 
corporation codes uniformly provide 
that the direction and control of cor- 
porate affairs shall be divided between 
a board of directors and the share- 
holders acting collectively. The board 
is to be responsible for the actual con- 
duct of business operations, but the 
holders of a majority of voting shares 
retain ultimate control through their 
power, exercisable at the annual share- 
holders’ meeting, to choose the board 
members. This division of authority 
reconciles the objectives of control by 
those whose investments are actually at 
stake with operation by a group small 
enough to have some prospect of effi- 
ciency. To be sure, variations may 
appear. There may be classes of shares 
without votes or with qualified voting 
privileges and, of course, the board may 
actually delegate many of its powers to 
committees, officers, and other corporate 
employees. The basic theory holds, 
though, for all corporations—temporary 
operating authority in the board sub- 
ject to ultimate control by the voting 
shareholders. 

A share is just what the word im- 
plies, a fractional interest in a whole of 
undefined size—not a claim for any 
fixed amount payable at any stated time. 
A necessary corollary of the concept of 
a share, and an incident of the share- 
holder’s interest, is the requirement that 
all shares of the same class be treated 
alike. Thus, shares may be issued 
originally only for comparable contribu- 
tions. Distributions by the corporation, 
of dividends or otherwise, must be made 
pro rata to shares of the same class. 


1 Each year some directors must be elected; 
usually, they all are. Under most codes, a 
ceiling of three years is imposed on the term 
for which directors may be elected. 
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Voting, of course, is by share rather 
than per capita. 

Another important aspect of the 
shareholder’s interest is the concept that 
directors and officers are fiduciaries. Al- 
though subject to replacement by share- 
holder action, they control, at least tem- 
porarily, other people’s money, not their 
own, and, while they do, they are re- 
sponsible to manage these funds in the 
interest of the others, not themselves. 

This concept of a fiduciary responsi- 
bility sets the tone for management; it 
does not solve all the problems. Di- 
rectors and officers are not required to 
surrender all other interests including 
self-interest. They are entitled to a 
reasonable compensation for their ser- 
vices. They may invest their funds in 
stock including, if they choose, stock in 
their own company. Their business in- 
terests need not be confined solely to a 
single enterprise. In fact, it is not 
uncommon, and may sometimes be 
desirable, to include as directors or 
officers individuals who already hold a 
like capacity or who have investments 
in other companies. Finally, the di- 
rector or officer owes: no lifelong al- 
legiance to his corporation. Like the 
shareholder, he may end his connection 
with it if it is advantageous for him to 
do so. 

The problem of defining manage- 
ment’s fiduciary responsibilities is, 
therefore, one of reconciling the obliga- 
tions owed to the corporation and its 
shareholders with personal interests, 
of separating the legitimate personal 
interest from the illegitimate. When 
does compensation cease to be reason- 
able and become excessive? What 
transactions in the corporation’s own 
shares are abusive to shareholders or 
potential shareholders? Which favor- 
able business opportunities must be 
captured for the corporation? On these 
and other possible questions of con- 
flicting loyalties, it is clear that there 


is a line beyond which directors and 
officers may not go without violating 
their fiduciary obligations. The exact 
location of that line may, however, be 
difficult to predict. 

Normally, corporations are expected 
to be self-governing. The shareholders 
have power to act if the corporate opera- 
tion does not please them, and, in debat- 
ing possible shareholder action, each in- 
dividual shareholder may seek to per- 
suade others to his viewpoint. In the 
end, though, shareholder action is by 
majority vote and may well not satisfy 
everyone. In some instances, a dis- 
appointed shareholder may individually 
invoke the shareholder’s derivative suit. 
Gross mismanagement, breach of fidu- 
ciary duties, partiality among share- 
holders of the same class, failure to 
follow the requirements of charter or 
statute may all be attacked in court by 
any single shareholder usually without 
regard to the position faken by share- 
holder majorities. This remedy is a last 
resort, at best restricted in its applica- 
tion and subject to serious difficulties. 
It is, nonetheless, a significant element 
in any over-all description of the share- 
holder’s relationship to the corporation. 

Intelligent action by shareholders 
requires information. This is recog- 
nized in the corporation codes, but 
only in a limited way. No responsi- 
bility is imposed on the corporation or 
its officials to volunteer or distribute 
information. The shareholder, by tak- 
ing the initiative, may require divulg- 
ence of a limited amount, the names and 
addresses of other shareholders plus cer- 
tain skeletal financial information. The 
emphasis is less on informing the share- 
holders than on preventing leaks of in- 
formation which might possibly be in- 
jurious to the corporate interests. 

Finally, the shareholder’s interest in- 
cludes the right to end it. Though 
limited restrictions may be placed on 
the transfer of shares, it cannot be 
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precluded completely. Jf the share- 
holder can find a buyer—something 
which is definitely not the corporate 
responsibility—-he may convert his 
shares into assets of another kind and 
divorce himself from both the prospects 
and the problems of the corporation in 
which he is now interested. 


RANGE OF CORPORATE BUSINESS 


This, in broad brush, is the legal 
theory of the shareholder’s interest, a 
theory which the corporation codes ap- 
ply uniformly without regard to the 
characteristics of the company. Pat- 
ently, though, the 400 thousand odd 
corporations in this country differ 
widely. Many are simply the alter ego 
of an individual who is sole shareholder 
and sole employee. Many are family 
businesses, some with very substantial 
assets, in which all the shares are held 
by members of a single family. Others 
are companies with a local flavor, the 
shares more widely held but still limited 
to a group which can be accommodated 
in the ballroom of the local hotel and 
all of whom are both familiar with and 
actively interested in the corporate busi- 
ness operation. Then there is a com- 
parative handful, a few hundreds, of 
huge corporations which conduct far- 
flung operations, whose employees num- 
ber in tens, sometimes hundreds, of 
thousands, which own assets worth 
hundreds of millions, even billions, of 
dollars, and, most important here, whose 
shares are held by a widely scattered 
body of shareholders, frequently num- 
bering in tens of thousands, sometimes 
hundreds of thousands, and in the case 
of American Telephone and Telegraph 
(AT&T) over two million. 


A SHARE IN A PUBLICLY HELD 
CORPORATION 


No single theory applied to organ- 
izations with such diverse character- 
istics could actually work in idertical 


ways. The shareholder’s interest, in 
operation, is something different at one 
point on the corporate- spectrum than at 
another. To most Americans, share- 
holding refers to shares in one of the 
giant, publicly held corporations. In 
that context, how does the shareholder’s 
interest compare with the theoretical 
pattern described above? 

Before that question can be answered 
in detail, some reference must be made 
to an additional element with special 
application to the corporation whose 
shares are held by the public. This is 
the federal securities legislation and the 
role played by the Securities and Ex- 
change Commission (SEC). The roller- 
coaster rise and fall of securities prices 
of the late ’twenties and early ‘thirties 
was followed by extensive and intensive 
investigation. A pattern of practices, 
unfair to the general public and the 
small investor-shareholder, was exposed 
—particularly in the flotation of new 
issues of securities and in share trans- 
actions by insiders. These disclosures, 
plus a new recognition that traditional 
internal controls are much less likely to 
work effectively where the corporate 
shares are widely held, led to the crea- 
tion of the Securities and Exchange 
Commission and enactment of six major 
statutes which it administers. The ob- 
ject was development of protection for 
the investing public against repetition of 
past abuses and restoration of confi- 
dence in the fairness and honesty of 
the securities markets and management 
practices in publicly held corporations. 
The details cannot be developed here 
but, for corporations affected, any de- 
scription of a shareholder’s interest en- 
tails recognition of the work of the SEC. 


ANNUAL SHAREHOLDERS’ MEETING 


As one begins to analyze the interest 
of the shareholder in the publicly held 
corporation, his objectives in the share- 
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holding, and his actual relationship to 
the corporate business activities and 
officials, striking departures from the 
traditional theory appear. The most 
significant is the change in: the annual 
shareholders’ meeting and shareholder 
voting, the processes designed to as- 
sure ultimate shareholder control. 

The actual meeting of shareholders 
to discuss together corporate affairs and 
elect directors is simply not feasible. 
There are too many- shareholders too 
widely scattered. Many corporations 
could not find a place big enough to 
hold them all. More important, there 
would be too many to permit real dis- 
cussion, the very object of the meeting. 

In most companies, the shares are 
so very thoroughly divided that organ- 
ization of a significant group around a 
point of view presents great difficulty. 
The corporate affairs are so extensive 
that they cannot be discussed thor- 
oughly in the allotted time. Most im- 
portant, the average investor in shares 
of General Motors, Standard Oil of New 
Jersey, Consolidated Edison, or like 
companies feels neither much interest in 
nor responsibility for the conduct of 
the actual business of the corporation. 
Buyers of these or comparable shares 
may well make their purchases for a 
variety of reasons; a chance to have 
a real voice in the operation of the 
business will rarely, if ever, be one. 

The annual shareholders’ meeting is 
still held—the law requires it—but its 
character has changed. Only a small 
proportion of the total number of share- 
holders attends in person, and those at- 
tending own only a small proportion 
of the total shares outstanding. The 


great majority attend by proxy or not - 


at all. At the meeting itself, those who 
hold the proxies may listen courteously 
to all viewpoints expressed, but one can 
hardly imagine that they come with 
open minds. The result of the delibera- 
tions and voting at the typical annual 


shareholders’ meeting has thus become 
a foreordained conclusion. 

Conceivably, the proxy-solicitation 
process could be the occasion for real 
shareholder reappraisal and decision to 
approve or to try to improve. Sometimes 
it is. The SEC, through various refine- 
ments of its rules on proxy solicitation, 
has tried to facilitate its use for that 
end. For the most part, though, the 
shareholder is rarely offered competition 
for his favor. The incumbent manage- 
ment may use both corporate personnel 
and funds to solicit proxies on its own 
behalf and routinely does so. Competi- 
tion can come only if there is a chal- 
lenger- sufficiently interested, aggressive, 
and well-heeled to make the challenge. 
On the infrequent occasions when that 
occurs, the shareholders have a real 
choice, and the power of decision re- 
turns, albeit fleetingly, to their hands. 

However, the overwhelming number 
of elections .conducted at the annual 
meetings of publicly held corporations 
are uncontested, both at the proxy- 
solicitation stage and: at the meeting 
itself. Such annual meetings may be 
useful occasions for developing share- 
holder good will or disseminating in- 
formation about the corporation. They 
may expose the corporate officials to 
a certain amount of heckling. Except 
in a purely ceremonial sense, they have 
lost all point as a device by which the 
holders of a majority of the voting 
shares may retain control over general 
business policy and selection of the 
persons to carry it out. 


THE DERIVATIVE SUIT DILUTED 


As the shareholders’ vote and the 
annual shareholders’ meeting have lost 
significance as protection for ‘share- 
holders’ interests, so has the share- 
holder’s derivative suit—but for dif- 
ferent reasons. Under any circum- 
stances, the shareholder maintaining 
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such a suit faces formidable obstacles. 
These are in part procedural, in part a 
simple unwillingness of judges to second 
guess decisions which have at least some 
color of business justification. Never- 
theless, many successful shareholder 
suits have been brought, some produc- 
ing favorable results for the corpora- 
tion and the shareholders as a whole, 
some producing settlements beneficial 
only to the plaintiff shareholder and his 
lawyer. 

The pattern varies widely, but, in 
some of the most important commercial 
states, new limitations, not applicable 
to any other kind of litigation, have 
been imposed in recent years on the 
shareholder’s derivative suit. Although 
these are not confined to publicly held 
corporations, they may be most formi- 
dable in their application there. Thus, 
in New York and some other states, 
a plaintiff-shareholder must own or be 
joined in his suit by holders of 5 per 
cent of the shares or holders of shares 
with a market value of more than 
$50,000. If he cannot muster a group 
of that size, he may be required to 
post security for the litigation expenses 
of the corporate defendant, including 
those of individual defendants where 
the corporation may be required to 
indemnify them. The task of organiz- 
ing a shareholder group of the required 
size is much more difficult where there 
are millions of shares outstanding and 
no large holders. For the small share- 
holder, the alternative of posting secu- 
rity is no alternative at all. The merits 
of the modern restrictions imposed on 
shareholder’s suits are debatable and 
hotly debated. The state legislatures 
have not arrived at any uniform con- 
clusion. However one views them or 
other possible ways to prevent abuse of 
the derivative suit, none can deny that 
these new restrictions seriously impair 
one of the traditional protections for 
the small shareholder’s interest. 


Fipuctary STANDARDS RAISED 


The inquiries in’ the ’thirties into the 
practices of the ’twenties disclosed some 
surprising, yet predictable, results. A 
decline in effectiveness of the traditional 
internal controls with a steady process 
of share dispersal among passive in- 
vestors, whose concern is for personal 
investment objectives rather than details 
of the conduct of the corporate busi- 
nes, create broadened opportunities and 
temptations for self-aggrandizement by 
those actually in control. When the cat 
is away permanently, the mice lose all 
sense of restraint. The federal securi- 
ties legislation attempted to cope with 
these dangers in several ways. The 
most important is through required 
routine disclosure of information about 
conflicting interests. The amounts of 
compensation for top officials, their 
transactions in shares of the corpora- 
tion, their other business interests, their 
dealings with their own company must 
be disclosed. It is left to the investor 
to assess the information for himself, 

In certain limited situations, notably 
insider short-swing profits, a prophy- 
lactic rule is applied to capture for the 
corporation the profits made in circum- 
stances particularly prone to abuse. 
Finally, and perhaps most important, a 
new, vigorous agency was created with 
national jurisdiction and powers to 
police and to forestall the worst abuses 
of the past. Shareholders’ rights al- 
ready recognized: under state law gained 
new substance from its presence. 

The role of the SEC is limited, 
though. Its regulation does not apply 
to the great majority of corporations, 
only to those with which the investing 
public is concerned. Further, and more 
important here, the authority given, the 
remedies created, apply only to par- 
ticular abuses. Breach of fiduciary re- 
sponsibilities in other ways is still pos- 
sible and, where it occurs, falls within 
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the ambit of state law. Questions such 
as when is compensation excessive, or 
what, if any, responsibilities has the 
vendor of controlling shares to other 
shareholders, are not affected by the 
SEC’s jurisdiction. In these respects, 
the holder of shares in a publicly held 
corporation may be especially exposed 
to abuse. 


THE INVESTOR-SHAREHOLDER 


The average holder of a block of 
shares in one of the corporate giants 
thinks of it as an investment, one among 
* many possible alternatives. He is un- 
likely to view it as a fractional share in 
a consciously identified business enter- 
prise. 
hoped-for return, sometimes as divi- 
dends, sometimes in appreciation in 
value, frequently both. He might use- 
fully be characterized as the investor- 
shareholder as distinguished from the 


entrepreneur-shareholder who has a con-. 


scious identification with the business 
itself and the organization for operat- 
ing that business. The distinction is 
one of attitude. It is probably imprecise 
but may help identify the considera- 
tions most likely to be important to the 
shareholder. 

Whether he plans to hold his shares 
briefly or indefinitely, the investor- 
_ shareholder wants current information 
which will help him to appraise his posi- 
tion, and, in this respect, he is the 
beneficiary of protection far beyond that 
provided in the corporation codes. The 
rules of the SEC require that relevant 
information be made readily available 
to him and, quite apart from legal re- 
quirements, voluminous information is 
produced voluntarily by large corpora- 
tions, their larger size making the ex- 
pense of preparing elaborate reports 
relatively less burdensome and, at the 
same time, more desirable from a public- 
relations viewpoint. 

Further, the importance to the in- 


His interest is primarily the 


vestor-shareholder of a market in which 
there is continous substantial trading in 
his shares is difficult to overestimate. 
The market provides both a day-to-day 
appraisal of the value of his interest 
and an ever available means of convert- 
ing it to other forms. The ready market 
is not a necessary element of the share- 
holder’s interest under corporation code 
theory, but it is probably more im- 
portant to the investor-shareholder than 
most of the elements in that formula. 


CHANGING CHARACTER RECOGNIZED 


The evolution of the investor-share- 
holder’s interest has been a by-product 
of the growth of commercial and in- 
dustrial businesses. As the modest 
enterprise of the nineteenth century ex- 
panded to become the twentieth-century - 
giant, as the holdings of the original 
founders were dispersed and as new 
issues of shares were sold to finance ex- 
pansion, the character of the interest 
held by the individual shareholder 
changed, as did his objective in holding 
it. There was no conscious direction of 
these shifts and no real recognition that 
they had occurred until the publication 
in 1932 of The Modern Corporation and 
Private Property, a pioneering book by 
Professors A. A. Berle and Gardiner 
Means. In that book, the authors ad- 
vanced a duel thesis, first, that there 
had been a continuing process of con- 
centration of industrial wealth in a 
progressively smaller number of pro- 
gressively wealthier corporations and, 
second, that dispersion of shareholdings 
operating in the same industrial giants 
destroyed the traditional internal checks 
on management action exercised by the 
holders of a majority of the voting 
shares. The authors demonstrated in 
abundant detail the potential for abuse 
and favoritism created when the tradi- 
tional controls do not operate—and the 
book became an influential factor in the 
later federal securities legislation. 
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It is arguable whether or not the 
process of concentration of wealth—and 
power—has continued as the authors 
projected it. This is a matter of the 
way one interprets the statistics. There 
can be no serious quarrel, though, with 
their conclusion that, in the large 
publicly held corporation, control of 
the business itself has shifted. It is no 
longer held by the holders of a majority 
of the voting shares but rests elsewhere 
in someone virtually free of all internal 
restraints.? 

The revelation of 1932 has become a 
commonplace in 1962, but its signifi- 
cance and implications are still hotly 
debated. Independent control of a giant 
corporation carries great power. The 
consequences of its actions are widely 
felt, by shareholders and others. What 
are, or should be, the responsibilities 
that go with the power? What are, or 
should be, the mechanisms to enforce 
performance of the responsibilities? On 
these questions there is little agreement. 


SHAREHOLDER DEMOCRACY 


Perhaps a brief word should be. said, 
first, about the possibility of reviving 
shareholder control. Shareholder de- 
mocracy has its advocates.? The spe- 
cifics vary from speech-making and 
posing probing questions at annual 


2A determination that the holders of a 
majority of the voting shares no longer ex- 
ercise control does not identify who now has 
it. That requires analysis of the particular 
corporation, In a few instances, control] is 
still exercised by a dominant, though mi- 
nority, shareholder or family group. In 
other instances, those who make up the board 
are in actual control. In still others, real 
control is in top working management of- 
ficials who either make up the board or control 
the selection of those elected to it. Where- 
ever control is, it is no longer where tradi- 
tional legal theory says it is, in the holders 
of a majority of the voting shares. 

3F. D. Emerson and F. C. Latcham, 
Shareholder Democracy (Cleveland, 1954); 
Louis Gilbert, Dividends and Democracy (New 
York, 1956). 
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meetings to proposals for further re- ` 


finements in the SEC’s rules governing 
proxy solicitation. There is no quarrel 
here with any of these, but real control 
by the shareholders requires an alterna- 
tive to the incumbent management. 
Something beyond the sporadic proxy 
contest by a self-appointed challenger 
is needed, some form of continuing op- 
position party to which shareholders 
may turn whenever they grow disen- 
chanted. There is neither precedent nor 
organization for a standing opposition, 
though it has been suggested that large 
institutional investors might play such 
a role as and when the situation re- 
quired it. 

Even if a loyal opposition could be 
developed, a fundamental obstacle to 
shareholder democracy still would re- 
main. The discontented shareholder, 
institutional or otherwise, faced with in- 
effective management, does not think 
of reform; he thinks of retreat. A 
sale of these shares, the purchase of 
shares in another corporation or some 
other form of investment solves the 
problem for him. Shareholder democ- 
racy in any form is unlikely to change 
this basic attitude. 


How MucH SELF-INTEREST? 


The disappearance of real account- 
ability to the shareholders lowers the 
bar to recognition of other loyalties. 
Are other loyalties proper? If so, how 
should they be ordered? These are not 
simply legal questions. They are ethical 
questions which must be resolved by 
those who have acquired the freedom 
to choose. 

The most obvious nonshareholder 
loyalty which may appear is self-loyalty. 
Put bluntly, the question becomes what, 
if any, restraints are imposed on feather- 
ing one’s own nest? ‘The role of the 
SEC has been significant here in promot- 
ing disclosure, in developing more spe- 
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cific standards, and in identifying those 
who conform to them. Its indirect in- 


fluence has been equally great. Beyond ` 


purely legal restraints, standards of 
commonly accepted business practice are 
higher than they were thirty years ago. 
The shake-up in top management of 
the Chrysler Corporation two years ago 
demonstrates how the area of “what is 
simply not done” has been expanding. 
There is still room for progress here. 
Some areas need further definition. The 
responsibility rests partly with the 
courts, partly on state and federal regu- 
latory agencies. The SEC is now seek- 
ing to determine whether the scope of 
some of its regulation should ‘be ex- 
tended, notably to the over-the-counter 
market and to the selling of shares in 
mutual funds. When its. recommenda- 
tions are made in early 1963, we will 
have a clearer picture whether present 
practice requires further reform. 


A FASHIONABLE SPECULATION SHORT 
ON SUBSTANCE 


The last decade has seen the resump- 
tion of a debate originally conducted in 


the ’thirties by Professors Berle and 


Dodd on the broad question: for whom 
are corporate directors trustees? Be- 
latedly, many want to express a view- 
point on that question. Two schools of 
thought have developed. One holds 
that corporate power and decisions have 
such wide ramifications and affect so 
many interests—among them, employees 
(including retired and prospective em- 
ployees), consumers, suppliers, govern- 
ment at all levels, as well as sharehold- 
. ers—that management cannot act solely 
with a view to shareholder profits.* 
The corporation, it is said, must develop 

4 Adolf A. Berle, Jr, The 20th Century 
Capitalist Revolution (New York, 1954); 
Abram Chayes, “The Modern Corporation 
and the Rule of Law,” in The Corporation in 
Modern Society, ed. Edward S. Mason (Cam- 
bridge, Mass., 1960), p. 25. 


a soul, that is, a sense of responsiblity 
to all those affected by corporate de- 
cisions. Presumably, the shareholders 
would be one such group, but only one 
among several. 

A second school contends that cor- 
porate management can properly be 
guided only by the long-range economic 
interests of the shareholders.’ The pri- 
mary basis for this view is economic, 
the distorting effect on the market place, 
and, therefore, on the allocation of 
resources, of decisions based on other 
than a profit-seeking motive. Additional 
reasons offered are the lack of any 
substitute standard for management 
decision and a posited inevitable govern- 
ment intervention to control nonprofit- 
directed actions. 

The question is a currently fashion- 
able one for speculation, but, posed in 
this abstract form, it cannot, and need 
not, be answered. It seems to assume a 
necessary conflict between the interests 
of shareholders and those of others af- 
fected by corporate action. There is 
little evidence of any such conflict in 
fact, at least of any unmanageable con- 
flict putting management to hard choices 
between action clearly for or action 
clearly against the shareholders’ interest. 

Further, when reduced to specifics, 
the differences between the two. views 
tend to disappear. Thus, a series of 
questions might be posed asking whether 
management may properly eschew an 
obtainable price increase for public- 
relations reasons or for fear of punitive 
government action, or compensate em- 
ployees generously in the hope of gain- 
ing a more stable and efficient labor 
force, or make expenditures on basic 


5 Eugene V. Rostow, “To Whom and for 
What Ends Is Corporate Management Re- 
sponsible?” in The Corporation in Modern 
Society, op. cit, p. 46; Henry G. Manne, 
“The ‘Higher Criticism’ of the Modern Cor- 
poration,” Columbia Law Review, Vol. 62 
(1962), p. 399.” 
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research though it offers little prospect 


for immediate return, or co-operate with’ 


the government in relatively unprofitable 
defense work, or make modest charitable 
contributions. Probably both schools 
would arrive at the same affirmative an- 
swers, though offering different reasons. 
This lack of any significant difference 
between the two views in operative effect 
is borne out by the fact that, although 
corporate managements are doing all of 
the foregoing, there is little evidence in 
word, and less in deed, that these ac- 
tions are conceived to be in any way 
inconsistent with maximization of long- 
range shareholders profits. 


SHAREHOLDER LEGITIMATE 
EXPECTATIONS 


A third area of problems has received 
less published attention than the last 
two but is probably of greater concern 
to corporate management than either 
of them. This is the question of the 
responsibility of management in recon- 
ciling the requirements of business en- 


tity itself, the economic institution, with. 


the legitimate expectations of the in- 
vestor-shareholders. The two may clash 
directly in some instances, as where the 
corporation must use needed working 
capital if it is to maintain the tradi- 
tional dividend. More frequently, it is 
likely to appear as a question of the 
proper balance to be struck in allocat- 
ing gains to future requirements or cur- 
rent distributions. 

An illustration may illuminate the 
problem. In the late ’forties, Mr. Louis 
Wolfson acquired through purchases on 
the open market a controlling interest 
in the Capital Transit Company which 
operated streetcars and buses in Wash- 
ington, D. C. Though the company 
had prospered over a period, the divi- 
dends paid had not reflected that fact. 
On the contrary, the management re- 


tained large pools of liquid resources for 
future equipment purchases. In the 
light of other alternatives available, 
investors had down-rated the company’s 
stock severely. When the fact of Mr. 
Wolfson’s control was established, the 
prior management resigned. Mr. Wolf- 
son took control and changed the com- 
pany’s dividend policy forthwith. Draw- 
ing on past accumulations, dividends 
were so far increased that, in a few 
short years, Mr. Wolfson had recovered 
his original investment while, ironically, 
the market now thought so much better 
of the stock that it was selling for a 
substantially higher price than he had 
paid for it. Mr. Wolfson was castigated 
by local newspapers, investigated by a 
congressional committee, and ultimately 
forced out of the transit business in 
Washington. 

The moral here though has nothing 
to do with Mr. Wolfson. He took ad- 
vantage of an opportunity created by 
the former management. Its niggardly 
dividend policy both forced down the 
market value of the shares and created 
the funds for payment of Mr. Wolfson’s 
future dividends; it caused unjustifiable 
loss to those investor-shareholders who 
sold their shares at the bargain rate. 
The balance struck between assumed 
needs of the business entity and the 
shareholder’s legitimate expectations un- 
duly favored the, former. 

Space here is too limited to develop 
fully a theory of shareholder legitimate 
expectations as a guide to management 
action. Some possible elements might 
include management responsibility (1) 
to analyze investor-shareholder objec- 
tives—for example, in emphasis on or- 
dinary dividends versus capital gains, 
(2) to establish and maintain predict- 
able distribution policies consistent with 
those objectives, (3) to be candid in 
describing business prospects to share- 
holders, (4) to demonstrate some con- 





i The Corporation and the Rank-and-File 
7 Employee 


By WALTER E. OBERER 


AsstRACT: What is the measure of ethics in the employ- 
ment relation? The ethical obligation of the corporate em- 
ployers of consequence—those whose activities affect interstate 
commerce, thus subjecting them to federal law—is equated 
with their legal obligation. The legal obligation is (1) to rec- 
ognize the rights of their employees to organize and to bargain 
collectively, (2) to honor the collective agreement produced by 
such bargaining. The resulting reapportionment of bargaining 
power between employer and employees provides the means 
for achieving continuing reconciliation of the conflicting inter- 
ests involved. Freedom of contract, a cornerstone of the free 
society, is thus made viable in the employment relation. The 
ends it produces are ethical, as between the parties, by the most 
meaningful test available in a democratic context: they have 
been reasoned, argued, bargained out. In this process, the 
constantly evolving consensus of the community is brought to 
bear upon the collective agreement reached and upon the en- 
suing judicial interpretation of that agreement. The legal and 
ethical focus of the free society, in the employment relation as 
elsewhere, is upon means rather than ends, upon a process for 
catalyzing constantly changing and maturing social compro- 
mises. 
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N appraising’ the ethical relation of 

the corporate employer to its rank- 
and-file employees, one is met with a 
problem of semantics. What is the 
ethical yardstick? Is it the Judaeo- 
Christian ethic of the Golden Rule, 
or the Protestant-capitalist-Darwinian 
ethic of survival of the fittest or the 
“fitting-est”? The competition between 
these two apparently polar points of 
view is at the core of every vital prob- 
lem of the day. Nor does the utilitarian 
criterion of the “greatest good for the 
greatest number” resolve the conflict. 
It simply alters the form of the question 
presented. 

Welfare capitalism, which began to 
emerge in this country around the turn 
` of the century (indeed, even supply- 
and-demand capitalism, the theory of 
which it pragmatically refines); is prem- 
ised on this ethical assumption: that 
the interests of everyone—employer, 
employee, consumer, the public—seen 
in full perspective, are in consonance. 
Jt entails, in fullest blossom, an ac- 
commodation of Golden Rule ethics and 
the ethics of rugged individualism. It 
blends the strengths of freedom—in- 
dividual enterprise, incentive—with the 
strengths of group concern for those 
too weak to compete in the economic 
and social arena. In so doing, it ac- 
complishes these goods: (1) a maxi- 
mizing of opportunity for the individual 
to achieve his full potential, without 
which life is hardly meaningful; (2) an 
assurance that this opportunity for 
all individuals will not be aborted by 
social upheaval or by measures deemed 
necessary to prevent such upheaval. 

Welfare capitalism, with its wage- 
and-hour standards, recognition of job 
rights, social security, and so forth, is 
wedded to the national labor policy of 
collective bargaining. However “shot- 
gun” in origin this wedding may have 
been, however desirous of divorce a 
particular employer may be, the fact 


persists that the marriage is a good 
one for all concerned, at least when 
viewed from a height affording vision 
of the alternatives. The salient error 
of Marx, viewed even from a hillock, 
was that he did not foresee this accom- 
modating potential of capitalism. 

At present, domestically and interna- 
tionally, we are beset with the need for 
fresh reconciliation between the values 
of free enterprise, with accent on indi- 
vidual initiative and competitive incen- 
tives, and the values of public planning 
and co-operation, with accent on taking 
care of those who are unable for one 
reason or another to compete with 
minimal success. The difficulty of this 
reconciliation is gravely intensified by 
the problems of automation with its 
displacement impact upon employer 
and employee alike, by the crescendoing 
competition from the revived economies 
of much of the postwar world, by the 
struggle between the West and the 
Communist bloc for the allegiance of 
underdeveloped countries, and by the 
specter of global holocaust as the price 
of any substantial misstep along the 
way. 


Or ENDS AND MEANS 


Against this backdrop, affording per- 
spective for all of our economic, social, 
and political problems, let us turn to 
the specifics of the subject of this paper. 
The employer of the day is typically 
a corporation. The relationship, ethi- 
cal and otherwise, of this employer to 
its employees is typically determined 
by the process of collective bargaining 
with the union representing the em- 
ployees. The self-interests of employer 
and employees are reconciled in the 
collective agreement. 

In this context, the question of sities 
in the employment relation becomes one 
of means rather than of ends. This 
elevation of means over ends is the 
generic sine gua non of the free society. 
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Freedom is, of course, sustained by the 
very ferment it produces. Essential to 
the ferment are the processes of democ- 
racy. The processes of democracy in 
the employment relation are those of 
collective bargaining and its resultant 
industrial treaty. Once the treaty has 
been negotiated, the ethical duty on 
each side is to honor it. 

The “cash value,” then—to employ 
William James’s’ provocative test for 
truth +—of any concept of ethical obli- 
gation of the corporate employer to its 
rank-and-file employees lies in its hon- 
oring (1) its now-legal obligation to 
bargain collectively, (2) the collective 
agreement such bargaining produces. 
To demand more is fanciful; to demand 
less is retrogression. ‘The absolutists 
among us may rebel at this concession 
to reality as a begging of the question 
posed in this paper—that of the ethical 
responsibilities of the corporate em- 
ployer. 
the legal may be viewed as an evasion 
of the ethical problem. Such a view 
ignores three inherent factors. The 
first, already broached, is the ethical 
premise of a free, competitive society— 
that the lawful pursuit of self-interest 
maximizes group interest. The second 
is the representative capacity of the 
corporate managers on the front lines 
of the employment imbroglio; their 
primary obligation is to their share- 
holder principals. The third is the 
political premise of a democratic soci- 
ety—that the more basic ethical prob- 
lems will be resolved in the open arena 
of politics, with the prevailing com- 
promise being sanctified as law. The 
law thus crystallized takes on an ethical 
character of its own, a proposition 
epitomized in our dedication to the rule 
of law as the alternative to savagery. 

The corporate employer’s ethical 


1 See, generally, William James, Pragmatism 
(first published in 1907). 


Equation of: the ethical with’ 


obligation is thus equated, for practical 
purposes, with its legal obligation. 
Delineation of the former entails de- 
lineation of the latter. Since 1935, 
with enactment of the National Labor 


` Relations Act, the national labor policy 


has fostered and been premised upon 
the principle of collective bargaining. 
The prior inequities in distribution of 
power and wealth had resulted in the 
Great Depression. The National Labor 
Relations Act was the political and 
legal response of our demiocratic proc- 
ess to this crisis. Pursuant to that 
Act, employers whose business activi- 
ties affected interstate or foreign com- 
merce—a_ classification encompassing 
all corporations of consequence for the 
purposes of this paper—became obli- 
gated to recognize these rights of em- 
ployees: (1) the right to organize, 
(2) the right to bargain collectively. 
Interference with these rights was made 
an unfair labor practice. In addition, 
such employers were placed under an 
affirmative duty to bargain in good 
faith with: the union representing a 
majority of the employees in a bar- 
gaining unit found appropriate by the 
National Labor Relations Board.? 
This formulation of a national labor 
policy premised upon recognition of the 
right of employees to present their col- 
lective strength against the employer in 
striking the employment bargain funda- 
mentally altered the ethical responsi- 
bilities of the employer. The law of 
contracts, which typifies a free society, 
thus became viable in the employment 
relation. Freedom of contract assumes 
some equality of bargaining power. 
Such equality was now encouraged and 
protected by the law. It is difficult 
to overstate the consequences of this 


2 National Labor Relations Act (Wagner 
Act) § 8, 49 Stat. 452 (1935), now Labor 
Management Relations Act (Taft-Hartley 
Act) § 8(a), 61 Stat. 140 (1947), 29 U.S.C. 
§ 158(a) (1958). 
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change in the law from the standpoint 
of measurement of the ethical responsi- 
bility of the employer. No longer was 
this responsibility consigned to the 
amorphous realm of ethics. The “cash 
value” of the ethical obligation had 
been “banked” in the law. A demo- 
cratic means, conceived out of the capi- 
talist ethic of competition, had been 
born.. The ends it produced were to 
be, by the very definition of free- 
enterprise democracy, ethical. 

The legal obligation of the employer 
to bargain collectively by no means re- 
quires him to lie down and play dead. 
Although he has an ethical obligation 
to honor the law, which is not satisfied 
by mere niggling, legalistic observance, 
he has a co-obligation to exercise his 
bargaining power in a way that makes 
sense to those who hold a beneficial 
interest in his performance—sharehold- 
ers, employees, consumers, the public. 
To the extent he does so, honorably, 
within the law, he plays an imperative 
role in the means by which ends cur- 
rently beneficial to society may result. 
This point has been recently under- 
scored by some salty advice of Secre- 
tary of Labor Arthur Goldberg to em- 
ployers. “Take a ‘hardheaded atti- 
tude,’” he, in effect, prescribes. “The 
employer doesn’t always subserve the 
interest of collective bargaining by fall- 
ing over forward or backward when a 
union makes a request. ... [R]epre- 
sent your own interest . ` . vigorously, 
forcibly, but intelligently and with re- 
straint and moderation.” 3 


Jos CONTROL 


Before proceeding further, it may -be 
well to sketch the prevailing philosophy 
of the American labor movement. This 
has been characterized as job and wage 
unionism, business unionism, bread and 


3U. S. News & Wortp Report, Feb. 26, 
1962, p. 91. 


butter unionism. What is meant by 
these terms, when stripped of emotion- 
alism and petty politics, is that Amer- 
ican unions are oriented to job control, 
to a program of vital sway over employ- 
ment opportunities and their adminis- 
tration. This dominant theme of Amer- 
ican unionism was not achieved spon- 


taneously. It grew out of a history of 


travail in the nineteenth.century during 
which unionism in this country was 
largely devoted to an alleviation of the 
worker’s lot through political ‘action. 
The series of founderings experienced 
by organized labor in the process of 
adherence to this political orientation 
—epitomized in the rise and fall of the 
Knights of Labor—led to a “trimming 
of sail,” a more realistic appraisal of 
and approach to the economic dilemma 
of the workingman in the American 
scene. With the advent of the Amer- 
ican Federation of Labor under the 
helm of Samuel Gompers, a new era 
began. The goal was no longer major 
victory in relatively short order through 
political alteration of the environment 
but, instead, a continuum of minor 
victories in a hardheaded economic 
campaign against employer after em- 
ployer. Job control was the new lode- 
star, although, as Selig Perlman has 
trenchantly observed, this “new” ap- 
proach had antecedents in the’ guild 
systems of centuries before.* With sails 
thus trimmed, American unionism was 
afloat to stay. No longer was it to 
flourish in periods of prosperity only 
to founder in each new depression. It 
had become indigenous, an ally rather 


_than an enemy of American capitalism. 


The salutary implications of this al- 
liance are not easily exaggerated. In- 
evitably, they had political, as well as 
economic, consequences. The most im- 
portant, as already discussed, was the 


4 PERLMAN, A THEORY oF THE LaBor Movs- 
MENT,. 254-79 (New York, 1949). 
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enactment into iederal law of the duty 
to bargain collectively. This duty, now 
imposed upon employer and union 
alike,® has imbedded into law a process 
for the continuing adjustment and re- 
adjustment of the conflicting interests 
of employer and employees. The only 
thing static about this development is 
the process itself. And even this is no 
more static than the constitutional 
concept of due process of law in the 
larger American environment. Indeed, 
the laws governing the collective- 
bargaining relation are the subject of 
continual re-examination and refine- 
ment, primarily with respect to the 
bargaining pressures to be permitted 
the disputants.® 

The emphasis upon means rather than 
ends in the duty to bargain collectively 
provides the flexibility so essential to 
a viable national labor policy. As the 
particular community ascends to higher 
ethical consensus with respect to the 
new problems encountered in the em- 
ployment relation, the means for crys- 
tallizing this consensus into the law of 
the collective agreement are available. 
Moreover, since the collective agree- 
ment is itself subject to interpretation 
by the courts, the ethical consensus of 
the community is further brought to 
bear upon the employment relation 
through the interpretation judicially 
rendered. 


THe Runaway SHOP 


In the perspective, then, of the duty 
to bargain collectively, let us consider 
what is, perhaps, the most dramatic 
current development with respect to the 


5 Labor Management Relations Act (Taft- 
Hartley Act) §§ 3(a)(5), 8(b)(3), 61 Stat. 
41 (1947), 29 U.S.C. §§ 158(a)(5), (b)(3) 
(1958). 

6 See, eg, Labor-Management. Reporting 
and Disclosure Act of 1959, Title VII, 73 
Stat. 541, 29 U.S.C. §§ 153 eż seg. (Supp. II, 
1961), 


employment relation: the legal dealing 
with the problem of “runawayism.” 
The pertinent decisions establish a high- 
water mark of the employer’s obligation 
to rank-and-file employees. Job con- 
trol and security is the issue, at white 
heat in this era of technological revolu- 
tion. 

The leading case; at this writing, is 
Zdanok v. Glidden Company.’ ‘There, 
the defendant company had operated 
a plant—known as its Durkee Famous 
Foods Division—at Elmhurst, New 
York from 1929 to November 30, 1957. 
From December 1, 1949 it had had 
collective-bargaining agreements with 
a local of the General Warehousemen’s 
Union, an affiliate of the Teamsters. 
These agreements had been renewed at 
two-year intervals, the last agreement 
expiring November 30, 1957. Each of 
these agreements contained a seniority 
provision to the effect that an employee 
with five-years continuous employment 
at time of layoff would be entitled to 
re-employment if an opening for one 
of his seniority occurred within three 
years after layoff. The contract also 
included fringe benefits with respect to 
pensions, medical and life insurance. 
On September 16, 1957 defendant com- 
pany gave notice of its termination of 
the collective-bargaining agreement at 
its expiration date, November 30, 1957. 
It then began to remove its machinery 
and equipment from Elmhurst to a 
newly established plant at Bethlehem, 
Pennsylvania. 

The five plaintiffs, employees of de- 
fendant at the Elmhurst plant, sued in 
the Federal District Court for the South- 
ern District of New York for damages 
for alleged breach of the contract made 
for their benefit by their union. Their 
employment had been terminated by de- 


7288 F.2d 99 (1961), reversing 185 F.Supp. 
441 (1960), cert. granted on another ground, 
368 U.S. 814 (1961). 
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fendant during the month of November 
1957 as a result of the removal. The 
ages of the plaintiffs at time of dis- 
charge ranged from forty-three to sixty- 
one years, their periods of employment 
from ten to twenty-five years. Defend- 
ant offered employment at the Beth- 
lehem plant to its former Elmhurst 
employees only on- the same basis as 
new applicants, with no carry-over of 
seniority and other rights from the old 
contract. 

The Court of Appeals for the Second 
Circuit, reversing the trial court in a 
two-to-one decision, held that the plain- 
“tiffs were entitled to employment at 
the Bethlehem plant “with the seniority 
and re-employment rights which they 
had acquired at the Elmhurst plant. 
The refusal of the defendant to recog- 
nize that entitlement was a breach of 
contract, and the plaintiffs are entitled 
to recover the damages which that 
breach has caused them.” 8 . This de- 
cision, rendered on March 28, 1961, left 
“to the District Court consideration of 
the right of recovery, if any, in con- 
nection with the welfare plan and the 
group insurance plan which were in- 
cluded in the union agreement.”® It 
may be noted that the collective- 
bargaining agreement which the em- 
ployer was held to have breached did 
not contain any express provision with 
respect to seniority and re-employment 
in case of removal of the plant. Such 
rights were found to arise by implica- 
tion from the seniority and related 
`~ provisions of the collective agreement. 

Nor does the Glidden decision stand 
alone as a legal-ethical beacon with 
respect to “runawayism.” A similar 
problem was presented in Oddie v. Ross 
Gear and Tool Company.° The de- 
fendant company, in the business of 
manufacturing steering gears, had two 

8288 F.2d 99, 104 (1961). 


9 Ibid. 
10195 F.Supp. 826 (1961). 
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plants. One was its original plant in 
Indiana and the other an acquired di- 
vision in Detroit known as the Gemmer 
Manufacturing Company. The United 
Auto Workers (UAW) had represented 
the employees of the Gemmer Manu- 
facturing Company for some twenty 
years preceding the instant litigation. 
During the term of the three-year col- 
lective agreement executed in 1955 with 
the predecessor owner, defendant Ross 
Gear and Tool Company had purchased 
the Gemmer Company. Thereafter, a 


‘renewal of this agreement had been 


executed by defendant Ross Gear and 
the UAW in 1958 with an October 1, 
1961 expiration date. In May of 1961 
defendant announced its decision to 
terminate the operations of its Gemmer 
Division in Detroit and to remove the 
same to a newly acquired plant in 
Lebanon, Tennessee. The transfer was 
to begin on July 1, 1961 and to be con- 
cluded on or about September 2, 1961, 
at which time the Detroit plant was to 
be closed and the seniority rights of the 
employees terminated. 

Suit was brought by several em- 
ployees of the Gemmer Division, in be- 
half of themselves and other employees 
similarly situated, for a declaration of 
rights, temporary injunctive relief, and 
money damages. ` The issue posed was 
as to survival of the seniority rights of 
the Detroit employees. On the author- 
ity of the Glidden case, the Federal 
District Court for the Southern District 
of Michigan held for the plaintiffs. In 
support of its decision, rendered on 
July 5, 1961, the court stated:7* 


... The Gemmer Division plant is the 
same plant wherever it is moved, in spite 
of the fact it might be known by a dif- 
ferent name. Mere change of form will 
not change the substance, nor will rere 
change of location. This is the same 
plant, same machinery and equipment, 


11 Id. at 830-31. 
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same operation, same officers and super- 
visors, but in a new climate. The bene- 
fits created for the employees under that 
contract shquld not be said to be uni- 
laterally terminated by mere change of 
location. . . . The mere fact that there is 
a termination date in a collective bargain- 
ing agreement does not terminate all the 
rights and benefits of the employees under 
that agreement, but merely designates a 
certain time agreed upon by the parties 
when there would be further negotiations 
concerning those rights and benefits... . 
Among these rights and benefits would be 
included the right of seniority or, as more 
specifically involved in this case, the right 
to be rehired [at the Lebanon, Tennessee 
plant] by the employer after a lay-off, as 
stated in the contract. 


Again, as in the Glidden case, the 
collective-bargaining agreement in Ross 
Gear did not expressly provide for the 
rights of employees in the event of 
transfer of the company’s operations to 
another part of the country. 

A third link in the “runaway” chain 
is provided by United Shoe Workers 
v. Brooks Shoe Manufacturing Com- 
pany. In this case, the defendant 
company had operated a plant in Phila- 
delphia, which the union had organized 
-in 1937. A series of collective-bargain- 
ing agreements had been executed; the 
last one bearing an expiration date of 
December 1, 1957. On April 30, 1957 
defendant company had ceased all 
operations at the Philadelphia plant 
and removed the same to an existing 
plant at Hanover, Pennsylvania, laying 
off the thirty-three union members em- 
ployed under a union-shop contract at 
the Philadelphia plant. 

The Shoe Workers Union sued the 
defendant company in the Federal Dis- 
trict Court for the Eastern District of 
Pennsylvania for breach of the collec- 
tive-bargaining agreement under Sec- 
tion 301 of the Labor Management 


12 183 F.Supp. 568 (1960), 187 F.Supp. 509 
(1960), afd 298 F.2d 277 (1962). 
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Relations Act of 19478 This case 
differs from Glidden and Ross Gear in 
that the plaintiff was a labor union 
suing under Section 301 of the federal 
law. It differs also in that the collec- 
tive agreement expressly prohibited re- 
moval of the “shop or factory... 
from the County of Philadelphia during 
the life of this agreement.” 74 

In a decision rendered on September 
22, 1960, the Federal District Court, 
holding for the plaintiff union, observed 
pertinently:*® 


To the best of our knowledge, this is 
the first case in which a Federal Court has 
been called upon to devise a remedy for 
a “runaway shop.” The National Labor 
Relations Board has dealt with this 
problem as an unfair labor practice..6 The 
Board, in seeking to remedy the effects of 
unfair plant relocation, has directed em- 
ployers to offer reinstatement to employees 
at the new plant, ordinarily with trans- 
portation expenses, or to return the plant 
to the old location.17 We are of the 
opinion that ordering the defendant... 
to move the manufacturing operation back 
to Philadelphia would create an unwar- 
ranted economic hardship on the defend- 
ant. Ordering the employer to offer jobs 
at the Hanover plant, together with trans- 
portation expenses, would be impractical. 


The court concluded that the ap- 
propriate remedy was an award of dam- 
ages to the union to compensate it for 
the dues money lost through the em- 


1861 Stat. 156 (1947), 29 U.S.C. § 185 
(1958). 

14 183 F.Supp. 568, 569. 

15187 F.Supp. 509, 510. 

16 [Court’s footnote] “The threatened or 
actual moving of a plant is a violation of 
§ 8(a){1) of the National Labor Relations 
Act, 29 U.S.C.A. § 158(a) (1) if motivated by 
a desire to hinder union activity. Klotz 
(1939), 13 N.L.R.B. 746; Schieber Millinery 
Co., (1940) 26 N.L.R.B. 937.” 

17 [Court’s footnote] “Rome Products Co., 
(1948) 77 N.L.R.B. 1217; Mount Hope Fin- 
ishing Co., (1953) 106 N.L.R.B. 480; New 
Madrid Mfg. Co., (1953) 104 NLRB. 117.” 
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ployer’s breach of contract and also for 
the injury to its reputaton. The latter 
had been “gravely undermined in the 
working community by the defendant’s 
move to Hanover” in the face of the 
express provision against removal in the 
collective agreement.** 

In determining the amount of such 
damages, the court noted:+° 


The defendants contend that past dues 
lost should be calculated only for the 
period during which the collective contract 
was in force. In other words, since the 
contract by its terms expired on Decem- 
ber 31, 1957, the dues which the union 
would have received had the defendant 
not run away would have terminated on 
December 31, 1957, if the employer and 
the union did not negotiate a new contract 
or renew the old one. But to assume that 
another contract would not have been 
negotiated seems to us an unreasonable 
assumption completely without founda- 
tion in view of the evidence of the twenty- 
year history of collective bargaining be- 
tween the parties... . 

For a period of twenty years plaintiff- 
union has successfully negotiated contracts 
with defendant and represented thirty- 
three employees at the time of the breach 
from whom plaintiff received monthly 
dues. Due to the wilful breach plaintiff 
has not only lost the right to receive these 
dues for an indefinite period in the future, 
but its reputation as a bargaining agent 
has been seriously jeopardized. Consider- 
ing the contractual relationship over that 
twenty-year period, in conjunction with 
modern and accepted labor management 
relations, it is only reasonable to assume 
that had there been no breach, plaintiff- 
union would have continued to represent 
the employees of the defendant-company 
for a'similar period in the future with the 
resultant benefits therefrom. 


On the basis of the foregoing, the 
court awarded the union $4,251 “in 
dues lost to date” and $23,760 in future 
loss of dues over the twenty-year “life 


18 187 F.Supp. 509, 510. 
19 Id. at 511. 
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expectancy” of the collective-bargaining 
relationship, a total of $28,011 “in 
compensatory damages.” °° 

The court then considered the ques- 
tion of punitive damages and concluded 
that, in view of the willful nature of the 
breach and the company’s violation of 
the National Labor Relations Act in 
removing its plant in order to avoid 
its collective-bargaining responsibilities, 
an additional award of $50,000 was 
appropriate. In this connection, the 
fact that the employees at the Hanover 
plant were nonunion and were being 
paid wages 15 to 20 per cent below 
the union scale was deemed significant. 

On appeal to the Court of Appeals 
for the Third Circuit, in a decision 
rendered on January 2, 1962, the find- 
ing of breach of contract was unani- 
mously affirmed; the compensatory 
damages were affirmed by an evenly 
divided court; the punitive damages 
were stricken in a five-to-three vote.” 


AN ETHICAL CONCLUSION 


Where do these, “runaway shop” 
cases lead us? Certainly, strong ex- 
ception can be taken to any of them.?? 
Their importance for the purposes of 
this paper is to illustrate in topical 
fashion the interrelationship of legal 
and ethical obligations in the employ- 
ment area. We can expect in their 
wake, indeed have already experienced 
in their van, a quickened concern in 
collective bargaining over the plant- 
removal issue. On this issue, the 
employer-public interests in manage- 
ment prerogatives and efficiency collide 


20 Td, at 512. 

21 298 F.2d 277. 

22 See, eg, 61 Corum. L. Rev. 1363 
(1961); 47 Corwert L. Q. 112 (1961); 109 
U. Pa. L. Rev. 762 (1961); 13 S. C. L. Q. 455 
(1961). See also Chief Judge Lumbard’s dis- 
sent in Zdanok v. Glidden, 288 F.2d 99, 105 
(1961), and the opinion of the lower court 
in the same case, 185 F.Supp. 441 (1960). 
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head-on with employee-public interests 
in stability and a tempering of change. 

Change, of course, is the law of life. 
Change is also traumatic. The horns 
of this dilemma have never been more 
sharply defined. In these circum- 


stances, the role of law is to facilitate . 


the necessary adjustment to change 
while, at the same time, minimizing the 
associated trauma. The law must, in 
short, provide the means for the con- 
tinual prospecting after intermediate 
social resolutions. Nothing could be 
more ethical, in the only sense in which 
ethics have human meaning, than recog- 
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nition of this fact and the honoring of 
its implications. In the employment 
relation, the means currently provided 
by the law for seeking the necessarily 
intermediate ends of economic and so- 
cial compromise are those of collective 
bargaining. As between the parties, 
we need ask no more of employers, nor 
of the unions representing their em- 
ployees, and can ask no less, than that 
they pay dedicated service to this legal 
process of our free society for resolving 
their differences. The “runaway” cases 
provide an interesting laboratory in 
this endeavor. 
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quires new institutional arrangements to assure that these goals 
play some role in union and management decision-making. 





Bernard D. Nossiter, B.A., M.A., Washington, D. C., is national economics and labor 
reporter for the Washington Post and Times-Herald. Before joining the Post in 1955, 
he was a reporter for the World-Telegram and Sun of New York. He has written ar- 
ticles for Harpers Magazine, The Nation, The Harvard Business Review, The 
Reporter, and The New Republic. ` i 
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Some Hippen Costs oF INDUSTRIAL PEACE 


ONVENTIONAL wisdom has long 
held that peace was the most de- 
sirable outcome in labor-management 
relations. Right-minded citizens de- 
plored union-business strife and smiled 
benevolently on firms that lived in ap- 
parent harmony with their workers. 
Uninterrupted production and public 
convenience were regarded as the prin- 
cipal considerations. Legal protection 
of the right to organize and strike was 
given grudgingly and remains under 
guerrilla attack; moreover, strife dis- 
turbed and harmony reinforced the 
appealing image of a classless society. 
In recent years, it has been clearer 
that peace can come at too high a price, 
that labor-management harmony can 
reflect overt or unknowing collusion in 
which the public interest suffers as 
much if not more than from strife. As 
the corners have been worn away from 
the collective-bargaining table and ne- 
gotiators sit cheek-by-jowl around a 
festive board, they may join one with 
another to celebrate their joint triumph 
over citizens at large. 

This hardly means that society has 
a vested interested in perpetual labor- 
management tension. There are ob- 
vious benefits from continuous service 
or output and an absence of conflict. 
And there are broad areas that can be 
identified as legitimate sectors of com- 
mon interest between labor and manage- 
ment—legitimate because they coincide 
with the broader public’s interest. 


Jomnt CONCERNS 


Unions and management have a joint 
interest in arrangements that maximize 
. free choice and minimize fiat or regula- 
tion. The American Federation of 
Labor (AFL) tradition that preferred 
bargaining with a private rather than a 
public employer is an expression of 
this view. The greater the area of 
genuinely free choice, the wider, pre- 
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sumably, are the possibilities for the 
development of the human spirit. 
Similarly, unions and management 
have a joint concern to, preserve as 
much as possible of the private-enter- 
prise system. Whatever its shortcom- 
ings in maximizing output and employ- 


‘ment, it can hardly be described as a 


total failure on these scores, and it can 
buttress freedom of choice. 

From this, in turn, stems a joint 
interest in a flourishing economy, 
one that provides high and increasing 
standards of income. Unhappily, the 
legitimate community of interest in a 
flourishing economy can and is some- 
times translated into an illegitimate 
exercise of joint power to maximize the 
position of an individual company or 
an individual industry. That is, the 
general interest in increasing abundance 
is not always consistent with the in- 
creasing abundance of a single firm or 
industry or a single group of workers. 
What is good for General Motors, brick- 
layers, or the madame of a bordello 
may or may not be good for the nation. 

The growing awareness that this is so 
enables us to identify some of the areas 
of illegitimate community of interest-— 
where common action by labor and 
management results in baleful conse- 
quences for the public weal. 


Race RELATIONS 


One of the most obvious is race rela- 
tions. In the building trades, printing 
trades, and other crafts, employers and 
unions often bar Negroes from some 
or all occupations. The employer’s 
motives may be his wish for peaceful 
relations with a union or support for 
his own prejudice; similarly, the union 
may seek to seal off jobs for a select 
few or to provide comfort for the racial 
views of its members. Regardless of 
motive, the perpetuation of peaceful 
labor-management relations rooted in 
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discrimination penalizes society as a 
whole. 


CARVING Up MARKETS 


A related problem is a joint effort to 
carve up a market among selected firms. 
A well-known local of electrical work- 
ers, for example, has for years divided 
up electrical contracting in a major city. 
Firms not a party to this arrangement 
are effectively prevented from bidding 
on jobs in the area dominated by the 
local; moreover, the city itself is sub- 
divided into regions, and the available 
work in each sector is limited to desig- 
nated contractors. The public, of 
course, loses the benefits of effective 
competitive bidding, the union and the 
selected contractors enjoy stability at 
the public’s expense. Variants of this 
pattern can be found throughout the 
construction industry. 


Price LEVELS 


The national concern with a stable 
price level has focused attention on an- 
other phase of union-management rela- 
tions where peace can be costly. Price 
stability is now recognized as an im- 
portant national goal for three major 
reasons: the percentage of aged persons 
living on more or less fixed dollar in- 
comes is mounting; no nation in an 
open trading world can long afford 
price increases confined within its own 
borders; and, lastly, there is an aware- 
ness that inflation places a premium 
on speculation and undermines personal 
responsibility. y 

From the end of World War II until 
1959, the steel industry evolved a price- 
wage formula, mutually satisfactory to 
management and the union, that served 
the public poorly: In abbreviated 
form, it worked this way: The domi- 
nant corporation put up a show of 
resistance to large union wage demands, 
then it willingly capitulated—as often 
as not, after the public through the 
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goverriment insisted on peace—and in- 
creased prices enough to cover the wage 
increase and then some. Gardiner C. 
Means in Pricing Power and the Public 
Interest* has demonstrated that this 
process accounted for much of the curi- 
ous phenomenon in the last decade of 
inflation at less than full employment. 
Toward the end of the 1950’s, public 
awareness of this game became so wide- 
spread that new rules had to be drawn 
up. They have not yet been completed. 

Steel is not alone. Other industries 
have played the game to a greater or 
less degree. One of the most notorious 
is the maritime industry. As recently 
as the summer of 1961, the govern- 
ment urged subsidized shipowners to 
give their unions an exceptionally gen- 
erous settlement. The shipowners, who 
feared the golden egg of subsidy might 
be broken, were at first reluctant but 
then assented. The government’s plea 
amounted to a commitment that bigger 
subsidies would be forthcoming to cover 
the increased labor costs. This same 
negotiation produced the curious case of 
another set of unions who bargain with 
largely unsubsidized shipowners. This 
union group protested that its brother 
unions’ demands’ were ‘uneconomic. 
But after these “uneconomic” demands 
became the pattern, this second set of 
unions joined its ship operators in a 
new lobby designed to get subsidies 
for themselves. Clearly, the labor- 
management harmony embodied in 
the maritime industry is paid for by 
persistent raids on the public treasury. 

Is the nation better served by open 
and arms-length struggle? After the 
steel game was exposed, just such a 
titanic battle ensued in 1959, the long- 
est strike in the industry’s history. The 
government then decided that the cost 
of struggle was too high and employed 
a variety of formal and informal tech- 


1New York, 1962, p. 114. 


Some Hippen Costs oF INDUSTRIAL PEACE 


niques to bring about a settlement. 
_ Three years later, the government again 
used an arsenal of informal pressures to 
achieve a wage settlement of predeter- 
mined size and to roll back a price 
increase. The government could and 
did describe a rationale for the size of 
a wage settlement consistent with price 
stability. But it did not and has not 
described similar guidelines for pricing 
conduct. In the absence of standards, 
improvised force was employed to main- 
tain the status quo. 

Before 1959 harmony was achieved 
at the price of inflation; in 1959 there 
was an unsatisfactory war; in 1962, 
an inelegant peace. Public policy and 
private decision-making are clearly 
evolving in the crucial area of wages 
and prices. 


ELIMINATING COMPETITION 


Another troublesome aspect of union- 
management harmony is the tacit ar- 
rangement to eliminate small and pos- 
sibly inefficient competitors. In coal 
mining and trucking, John L. Lewis 
and James R.-Hoffa both decided that 
the small concern can stay alive only 
by maintaining substandard wages and 
conditions. With the support of the 
larger firms, both leaders have steadily 
pushed up wage levels in their indus- 
tries, deliberately driving the weak 
mines and small trucking companies to 
the wall. In coal mining, Lewis has 
encouraged the larger companies to 
invest in efficient, labor-saving equip- 
ment. As a result, coal prices have 
been held down; those employed receive 
high wages and work under much bet- 
ter physical conditions; and a large 
pool of unemployed has been created. 

In trucking, Hoffa professes support 
for labor-saving techniques. But. his 
tax on piggy-back—the transportation 
of trailer-truck bodies on railroad flat 
cars—is inconsistent with his words 
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unless the funds are ultimately used to 
ease the transition of the displaced 
workers to another industry. In both 
cases, there are social gains and losses 
from the joint pressure toward con- 
solidation. But the absence of stand- 
ards and the possibilities for abuse from 
these exercises in coalescing power are 
disturbing. 

It is much easier to gauge the conse- 
quences of coalescing power used to 


- keep alive inefficient firms or industries. 


This freezes resources in the wrong in- 
dustries and discourages theif flow to 
more productive sectors. Joint lobby- 
ing by mine union and operators 
against imports of residual oil and 
by textile unions and manufacturers 
against foreign textiles and by shoe 
workers and manufactures against 
imported: goods are examples of such 
costly harmony. 


INTERNATIONAL TENSION 


A rarely discussed variant of these 
common efforts touches directly on the 
central question of war and peace. The 
aerospace industry—unions and man- 
agements—has a vested interest in 
continual international tension. The 
closing down of a project or plant de- 
prives companies of profits and unions 
of jobs; conversely, increased expendi- 
tures on military programs creates 
profits and employment. The unions, 
rooted in social-welfare traditions, do 
not speak with as unified a voice on 
arms outlays as their opposite numbers 
in the corporations. Leaders of the 
United Auto Workers, for example, are 
bothered by the fact that a portion of 
the union’s strength depends on ever- 
increasing arms expenditures. But 
many union officials in this industry 
are as determined to swell the growing 
wave of defense outlays as the corpora- 
tions whose workers they represent. 
Along with military officials, both sets 
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of leaders foster suspicion of disarma- 
ment efforts. 


ANTISOCIAL ACTIVITY 


The more obvious forms of anti- 
social harmony are well-known. Unions 
and management in the ladies’ garment 
industry, construction, and a long list 
of services have, at various times, wel- 
comed underworld figures to limit price 
competition and preserve markets and 
jobs against the encroachment of out- 
siders. Similarly, management in these 
sectors has frequently bribed union of- 
ficials or union officials have extorted 
payments from owners to impose sub- 
standard contracts on workers. As a 


result, resources are improperly allo-. 


cated, the countervailing force implicit 
in unions is undermined, and the stake 
of society in orderly and lawful proc- 
esses is subverted. 


_ Drivine Forces 


The driving forces behind these ques- 
tionable or clearly antisocial forms 
of union-management co-operation can 
now be dissected. The single biggest 
factor is an attempt by both manage- 
ment and labor to escape the rigors 
of competition—the competition of for- 
eign and domestic producers, of alien 
or fellow workers. Collusion and cor- 
ruption are associated with atomistic 
industries, those of many competing 
firms; the union or the underworld 
forces perform the same function as the 
price leader in concentrated industries. 
The price leader and the other mem- 
bers of a Big Three or Big Six reduce 
competition over price and for cus- 
tomers through their market power by 
a live-and-let-live arrangement. Both 
the concentrated and the atomistic in- 
dustries tend to seek privileged posi- 
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tions for themselves without reference 
to the ill-defined national needs. 

Unions were created to eliminate 
competition between workers over wages 
and to offset the power of owners; 
managements have discovered that un- 
ions can be used as a device to reduce 
competition among themselves or to 
enlarge their industry’s share of the 
economic pie. 

At its worst, this process can lead 
to economic waste and inefficient dis- 
tribution of resources; it can frustrate 
national goals of full employment, eco- 
nomic growth, and stable prices; it can 
tear large holes in the social fabric, 
fostering lawlessness and racial dis- 
crimination. 


PusBiic-INTEREST STANDARDS 


Romantics may call for an imaginary 
state of grace in which neither unions 
nor corporations exist, in which classi- 
cal competition rules product and factor 
markets. Even if such a radical re- 
ordering of society were ‘possible, it is 
doubtful that social welfare would be 
served. The industrial societies of the 
nineteenth century appear as barbarous, 
social jungles in contemporary eyes. 
And there is considerable evidence that 
modern technology requires large ag- 
gregates of capital and labor to achieve 
maximum output. A more fruitful ap- 
proach lies in accepting unions and 
corporations and welcoming an absence 
of strife between the two. . But the 
analysis above suggests that this is not 
enough, that what is now needed is the 
development of public-interest stand- 
ards to guide decision-making by the 
managers of corporate and labor power 
and the creation of new institutional 
arrangements to insure that these 
standards are invoked. 
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Businessmen and Their Rivals 


By ROBERT LEKACHMAN 


ABSTRACT: Ideology about business activity in the United 
States is linked to principles of free enterprise and individual 
action, coupled with the nineteenth-century model of indus- 
trial atomism. Ideology and practice are widely disparate. 
A combination of technical, financial, and marketing factors 
has made it possible for the large corporations effectively to 
make public policies, that is, policies affecting not. only their 
internal workings but also their customers, their suppliers, their 
communities, their rivals, and even the government. The fed- 
eral government has responded with antitrust legislation sensi- 
tive to the menace of inordinate private power to free consumer 
choice, individual initiative, and effective democracy. Busi- 
ness managers of the oligopolized industries, in turn, have used 
price leadership, advertising, and styling and packaging as al- 
ternatives to monopolistic combination for limiting the scope of 
effective competition and diminishing the uncertainty which 
has always accompanied genuine competition. Recent actions 
by federal courts and the President indicate that, in conflicts 
affecting the public interest between law, ideology, business 
practice, and the realities of power, business giants retain their 
right to power on the condition that their power is used for 
broader purposes than the interests of their own stockholders 
or managers. Efforts of the giant corporations to minimize 
competition suggest a stagnation and enervation of which the 
implications are slow economic growth and lagging redistribu- 
tion of income.—Ed. 
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LONG time ago, Adam Smith re- 
marked that “people of the same 
trade seldom meet together, even for 
merriment and diversion, but the con- 
versation ends in a conspiracy against 
the public, or in some contrivance. to 
raise prices.” This passage in the 
Wealth of Nations is not an isolated 
one. Writing at the beginning of Eng- 
land’s Industrial Revolution, Smith sus- 
pected the motives of the businessmen 
who were to be its agents and celebrated 
the virtues of the country gentlemen and 
farm laborers whose lives were to be 
disrupted. ` 
Yet Smith did see how business activ- 
ity might benefit the community. But 
it was a curiously indirect way, for it 
depended upon motives which had little 
or nothing to do with the pursuit of the 
general welfare. The “natural” har- 
mony of interests among businessmen, 
farmers, and laborers could be attained 
if, and only if, commerce and manu- 
facture were truly competitive. True 
competition compelled the inefficient 
either to match the methods of the ef- 
ficient or suffer the salutary pain of 
bankruptcy. Competition was the shield 
of the consumer. If a seller sold him 
‘merchandise which was inferior, the 
customer as a reasonable man rapidly 
shifted to other sources of supply. Thus, 
the greediest merchant recognized that 
the facts of his market compelled him 
to operate at low cost, offer fair quality, 
and charge competitive prices. Only 
ruthless efficiency enabled him to fend off 
his competitors and please his customers. 
Thus, in Smith’s' commercial utopia, 
each businessman’s hand was raised 
against his fellows. Indeed, so long as 
the businessman obeyed the laws of 
the land, refrained from theft or as- 
sault, and faithfully fulfilled his con- 
tracts, he served the public interest in 
spite of himself. It exaggerates only 
a trifle to say that, until near the end 
of the nineteenth century and the emerg- 
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ence of trusts in the United States and 
cartels in Europe, economists perceived 
small need to modify Smith’s judgment 
that mutual hostility among business 
rivals was by all odds the most satis- 
factory state of affairs. Even as econo- 
mists refined their analysis of markets 
and substituted elegant marginalism for 
clumsy real cost explanations of price, 
they retained a confidence in the bene- 
fits of competition in atomistic markets, 
populated by hordes of buyers and 
legions of sellers. ‘ 
Such markets, may or may not have 
existed in the nineteenth century. It 
is plain that they do not now exist. If 
we run down the list of leading Amer- 
ican manufacturing industries—autos, 
steel, aluminum, electrical equipment 
and appliances, chemicals, rubber tires, 
and cigarettes—we must be struck time 
and again with the huge size and public 
renown of the industry leaders. In 1954, 
to take instances almost at random, four 
companies—of which the biggest was 
the Aluminum Company of America 
(Alcoa)—controlled 100 per cent of the 
output of primary aluminum. The 
largest four firms in telephone equip- 
ment, electric light bulbs, breakfast 
foods, and cigarettes in each instance 
accounted for 75 per cent or more of 
their industry’s total employment. A 
complex combination of technical, finan- 
cial, and marketing elements explains 
this phenomenon. But suffice it to say 
here that in 1960 the 500 largest in- 
dustrial organizations in the United 
States sold merchandise priced at $197.4 
billion, or more than half of the total 
sales achieved by all American manu- 
facturing and mining firms. These same 
500 corporations earned 70 per cent of 
all manufacturing and mining profits. 
No one in his senses believes that 
General Motors, the employer of more 
than half a million men and women, can 
or will act in the same way and accord- 
ing to the same rules as a small em- 
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ployer of half a dozen souls in a gar- 
ment-district loft in New York’s Seventh 
Avenue. Size implies power and power 
confers choice. Here is the heart of the 
problem. The American oligopolist— 
the unpleasant term economists apply 
to large corporations—chooses policies 
which affect his customers, his suppliers, 
his government, his community, and his 
rivals. Although these choices are 
limited and fallible, he does possess the 
opportunity to choose a high-price, low- 
volume policy or a low-price, high- 
volume policy. He can tie his suppliers 
to him or deliberately diversify his 
orders. By moving his plant, he can 
ruin one community and enrich another. 
By investing abroad, he can make the 
American balance of payments tremble, 
as did American Ford when it bought up 
complete control of British Ford. These 
choices are his. The market does not 
make them. Rather, what the oligopolist 
does shapes the market. 

Here we are particularly concerned 
with the relations of business firms to 
each other. Accordingly, we shall com- 
mence with a glance at the legal frame- 
work which is designed to curb economic 
power. Next we shall look at some 
of the ways in which the large corpora- 
tion in actual practice has come to 
terms with its own size and power. The 
suggestion will be made that business 
practice and business ideology are in- 
creasingly disparate. Finally, we shall 
illustrate this proposition with several 
recent examples of the tension between 
the public expectation of business rivalry 
and the actual corporate practice of 
- rivalry. 


THE Law 


Of all major industrial nations, the 
United States has tried the hardest to 
translate the official, national ideology 
` of free competition and individual action 
into binding legislation. The focus of 
such law as the Sherman Act (1890), 
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the Clayton Act (1914), and the Federal 
Trade Commission Act (1914) is upon 
the avoidance of monopoly in the in- 
terest of competition and for the wel- 
fare of the consumer. Thus, Section 1 
of the Sherman Act grimly warns the 
potential malefactor that “every con- 
tract, combination in the form of trust 
or otherwise, or conspiracy, in restraint 
of trade . . . is hereby declared to be 
illegal.” Section 2 closes the door 
against any effort to monopolize: “Every 
person who shall monopolize, or at- 
tempt to monopolize, or combine or con- 
spire with any other person or persons, 
to monopolize any part of the trade or 
commerce among the several States, or 
with foreign nations, shall be deemed 
guilty of a misdemeanor.” The lan- 
guage is so forbidding that it is an 
anticlimax to see that only a misde- 
meanor is in question. 

Congressional concern has been per- 
sistent. The Clayton Act prohibited 
four monopolistic practices, among them 
price discrimination in favor of some 
customers and against others and acqui- 
sitions of competing enterprises. More 
recently, the Robinson-Patman Act of 
1936 revised the section on price dis- 
crimination, and the Celler-Kefauver 
Act of 1950 amended and tightened the 


-ban against the purchase of rival com- 


panies. 

In general, these laws were written 
out of a sensitive awareness that in- 
ordinate private power is a menace to 
free consumer choice, a threat to in- 
dividual initiative, and a handicap to 
effective democracy. Inevitably, much 
in these laws affects the relationships of 
businessmen to each other. What do 
we ask of our businessmen in our laws? 
We forbid them to indulge in a great 
many practices which are legal in other 
countries. They may not collude with 
their competitors in the setting of prices, 
the conditions of sale, and the division 
of markets. A seller may offer a cus- 
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tomer discounts only if cost savings 
justify this reduction. Otherwise, it is an 
unfair practice directed as much against 
other sellers as against other buyers. 
Nor may one enterprise merge with 
another if the consequence of the amal- 
gamation is a decrease in competition. 
No business may so act as to become 
a monopoly. 

The federal government has enforced 
these prohibitions with sporadic vigor. 
There was a time when Thurman Arnold 
could argue with some plausibility in 
The Folklore of Capitalism that the 
major consequence of the antitrust laws 
was the capacity of monopolists to 
flourish while a complacent public 
soothed itself with the antitrust statutes. 
The joke was on Mr. Arnold when Presi- 
dent Roosevelt appointed him head of 
the Department of Justice’s antitrust 
division and he set out to disprove his 
own analysis. Still, litigation has been 
copious and many points are still in 
dispute. It is broadly true that con- 
temporary judicial interpretations at the 


least do provide a list of prohibited busi- - 


ness acts. What is much less clear and 
a source of justified complaint by busi- 
nessmen is precisely how we want our 
businessmen to act in their legal pur- 
suits. If any ideology informs anti- 
trust legislation, it is the outdated ide- 
ology which clings to nineteenth-century 
models of atomistic competition. 


BUSINESS PRACTICE 


How have business managers in oli- 
gopolized industries actually responded 
to their size and power and its legal 
limitation? What they appear to have 
done is make serious efforts to limit 
the scope of effective competition and to 
diminish the uncertainty which has al- 
ways accompanied genuine competition. 
Their favorite instruments have been 
price leadership, advertising, and en- 
hanced emphasis upon styling and pack- 
aging. As they have perfected these 
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tools of tolerable competition, business 
managers have insensibly shifted from 
the single-minded maximization of profit 
to a complex blend of economic and 
political objectives which ratify the 
recognition that the giant corporation 
serves many constituencies. 


Price leadership 


Take, first, price leadership. In the 
atomistic market of classical competi- 
tion, no seller possessed the power to 


` set his product’s price. The price which 


he “found” in the market was the re- 
sultant of the interplay of a great many 
offers of merchandise by a host of small 
sellers and a great many demands for 
merchandise on the part of myriads of 
buyers. Perhaps such sellers were for- 
tunate: they needed no price policy. 
But the contemporary American oligop- 
olist does badly need such a policy, 
for he can depend on no market to set 
his prices. for him. This is not to 
say that some of the consequences of 
atomistic competition might not be 
approximated if the most efficient pro- 
ducer in an oligopolized industry set 
low prices which compelled his less 
efficient rivals to emulate his methods 
or leave him in possession of the eco- 
nomic battlefield. 

But such a procedure is risky not 
alone for the inefficient but also for 
the efficient. Rivals might be stimu- 
lated into damaging activity. The costs 
of price wars might exceed the probable 
gains. If, by some chance, the most 
efficient producer drove his rivals out, 
his reward might be an indignant anti- 
trust action. Sensible men take sensi- 
ble actions. Hence, the institutional 
form of pricing in the concentrated or 
oligopolized industries has been price 
leadership. At its simplest and purest, 
price leadership demands no collusion, 
generates no trail of paper to be fol- 
lowed by the sleuths of the antitrust 
division, and requires no formal ratifi- 
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cation. What is necessary is the exist- 
ence of a single firm willing to set its 
prices publicly and a general willingness 
on the part of other firms to accept the 
price leader’s price decisions. The mill 
prices which United States Steel sets are 
rapidly emulated by smaller steel pro- 
ducers. Model for model, there is little 
difference in price among Ford, Gen- 
eral Motors, and Chrysler automobiles. 
In these and other industries, competi- 
tion by price is tacitly eschewed. The 
consequence is considerable price sta- 
bility over a wide range of American 
manufacturing. 

In its way, this price stability is a 
considerable economic and political ac- 
complishment. For it implies, in each 
of the concentrated industries, a pattern 
of prices which is mutually tolerable to 
small companies and large ones, to ef- 
ficient producers and inefficient ones. It 
necessitates the persistence of markedly 
different levels of profit among the 
various producers, a condition which 
classical theory would have considered 
implausible. 

There are two other implications 
which are less happy in their conse- 
quences. In the first place, this arrange- 
ment of pricing requires that prices be 
high enough to permit even the rela- 
tively inefficient to survive. And, in 
the second place, the capacity of the 
weak to continue their inefficient use of 
‘economic resources is paralleled by the 
excess profits which will be earned by 
the strong. Thus, the pressure to im- 
prove efficiency and to innovate vigor- 
ously is sensibly diminished by indul- 
gent pricing by the price leaders in the 
concentrated industries. 

What is gained is peace of mind. 
Price competition is risky even for the 
strong. Price leadership is a formula 
for peace among natural enemies. Severe 
economic adversity during a depression 
may imperil price unity. Severe public 
and political pressure of the variety 
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which United States Steel encountered 
in April 1962 (the time this essay was 
written) may breach a usually united 
front. But, ‘by and large, the benefits 
of harmony are sufficiently attractive to 
make price leadership both pervasive 
and durable. i 


Advertising 


It can be argued that advertising is 
another way of confining competition 
within limits tolerable to businessmen 
and another means of promoting friendly 
relations among the competing units of 
a concentrated industry. Let us, there- 
fore, examine advertising as a natural 
concomitant of a general decision to get 
along with rivals rather than to elimi- 
nate them. Among the merits of ad- 
vertising from this standpoint is its 
target. Advertising is only partly di- 
rected against the advertiser’s direct 
rivals. A really successful Marlboro or 
Viceroy campaign is likely to expand 
cigarette smoking in general as well as 
the sales of the brand which does the 
advertising. The man whose yearning 
for a new car in the spring is magnified 
by Ford advertising will, in all prob- 
ability, shop around before making a 
major investment. His final choice may 
well fall upon a Chevrolet. But, save 
for the Ford advertising campaign, he 
might have postponed buying a car until 
next year and gone on a chartered 
flight to Europe instead. This is a 
specific way of making the general point 
that advertising is capable of diverting 
consumer expenditures from one type of 
product to another in addition to per- 
suading buyers to switch from one maker 
of a given product to another one. 
Within an industry, mutual good will is 
enhanced when advertising expands the 
market for all producers. Doubtless it 
is a recognition of this gain which in- 
duces meat packers to finance the 
campaigns of the American Meat In- 
stitute and Irish whiskey distillers to 
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promote their delicacy co-operatively 
as well as individually. 


Styling and packaging 


Closely allied to advertising is rivalry 
in styling and packaging. Here, com- 
petition may be as fierce as~price com- 
petition used to be, but certainly this 
new competition is more consonant with 
the mutual harmony of producers. Styl- 
ing and packaging variations share some 
of the characteristics of advertising. At 
their best, they enlarge the total market. 
Moreover, they can readily be emulated, 
so that the tail fins of the Cadillac 
sprout soon enough on the Chrysler and 
the Lincoln. A price reduction is a 
clear lure to all buyers. But styling 
competition is ambiguous and diffuse in 
its impact, attractive to some and re- 
pellent to others. Finally, advertising 
and competitive styling alike turn the 
‘ buyer’s mind away from the hard facts 
of price and toward the fanciful uni- 
verse of style and presentation. 

Industries which sell directly to 
consumers—auto manufacturers, dis- 
tillers, meat packers, and their peers— 
can deploy all three of these weapons: 
price leadership, advertising, and prod- 
uct differentiation. Industries like steel 
and aluminum, which typically sell to 
other businesses, are more or less con- 
fined to price leadership. The meretri- 
cious claim and the trivial variation in 
product bounce off the hard-boiled pur- 
chasing agents of other business organ- 
izations. Hence, they tend to be re- 
served for ordinary consumers. 

As businessmen have adapted them- 
selves to the realities of their situation, 
what has happened to their own con- 
ception of their proper role? Adolf 
Berle has argued in the 20th Century 
Capitalist Revolution that a corporate 
conscience and a body of corporate 
public law are in the course of evolu- 
tion. Herbert Simon has advanced a 
model of the manager’s function which 
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emphasizes the social and political as- 
well as the economic functions which 
are performed and the manager’s neces- 
sity to balance satisfactorily among 
these functions. Some changes are evi- 
dent. As the business unit has ex- 
panded, the time horizon of its man- 
agers has grown more distant, the mean- 
ing of profit maximization has become 
beclouded, and the existence of many 
corporate constituencies has become 
clearer. 


Corporate constituencies 


Of these numerous constituencies to 
which the manager owes if not alle- 
giance at least tribute, stockholders are 
only one. The traditional rhetoric of 
annual statements and annual stock- 
holders’ meetings still emphasizes the 
wish of the corporation to increase its 
earnings and its dividends. But implicit 
in these restatements of the old faith 
is the reservation that suppliers, cus- 
tomers, rivals, trade unions, communi- 
ties in which plants are located, and 
governmental agencies are observers, 
critics, and sometimes participants in 
corporate acts of decision. It is this 
reservation which inhibits the corpora- _ 
tion from stating the single objective of 
making as much money as possible. 
Nowadays, even internal corporate tar- 
gets are likely to take the shape of 
aspirations for market shares and mini- 
mum rates of return on specific invest- 
ments. 

Menacing as the power of the large 
corporation is to many who observe it, - 
it is quite probable that corporate man- 
agers are more aware of the limitations 
of their power than of its extent. High 
earnings may stimulate trade union 
demands which dissipate the earnings. 
Earnings which are too low or dividends 
which are too scanty may spark an 
expensive proxy fight. Market penetra- 
tion which extends too far may threaten 
the demise of rivals and the unwelcome 


BUSINESSMEN AND THE RIVALS 


attentions of the Department of Justice. 
A decision to close an inefficient or ‘un- 
competitive plant may set off a com- 
munity clamor which damages a com- 
pany’s public relations, if not its very 
corporate image, and may even injure 
its sales. Major technological innova- 
tions may be installed only at the price 
of a major row with a union. 

Under the circumstances, corporation 
managers cannot often feel free to make 
the simple choices of a more primitive 
and a more ruthless capitalism. One 
need not accept the hypothesis that 
these managers have acquired social 
consciences and ethical sensitivities to 
the problems of others to suspect that 
the sheer facts of the distribution of 
social, economic, and political power 
within American society lend consider- 
able plausibility to J. K. Galbraith’s 
judgment that countervailing power 
limits even the strongest industrial 
enterprise. A major consequence of this 
comparatively new situation is the tacit, 
mutual treaty among the rivals in the 
major industries to compete within 
limits, place price competition out of 
bounds, and hope that nobody wins a 
complete victory. 


Law, Bustness BEHAVIOR, AND 
Pustic Poricy 


` However, such adaptations cannot be 

made without strain. Practice and pre- 
cept seldom completely match. Over 
the broad spectrum of industrial man- 
agement, corporate leaders have not 
reached unanimity. Of the numerous 
instances in which law and business 
practice, or public policy and business 
action, have come into conflict, Jet us 
glance at three. 

Let us start with the projected steel 
merger between Bethlehem and Youngs- 
town Sheet and Tube. In the steel in- 
dustry, Bethelehem ranks second and 
Youngstown seventh in size. Even now, 
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the steel industry is notable for the 
somber dignity with which it conducts 
its version of competition. Would such 
a merger have increased competition by 
making Bethelehem a worthier rival of 
United States Steel? Would it, as the 
government argued, have diminished 
competition by reducing by one the 
number of competitors? In the event, 
a federal court was persuaded by the 
government’s argument and enjoined the 
merger. Although it cannot be said 
that, to an economist, the government’s 
case was entirely convincing, both of 
the companies were sufficiently healthy 
economic organisms to continue inde- 
pendent existences. Vary the situation. 
Suppose that Ford wished, by taking 
over the assets of Chrysler, to increase 
its own size to a nearer approximation of 
the dimensions of General Motors. Is 
there more competition in an industry 
when two colossi dominate the market 
than when a single colossus (General 
Motors), a healthy giant (Ford), and 
an ailing giant (Chrysler) control the 
bulk of the market? Here is an area 
where the antitrust laws speak in an 
uncertain voice. 

Much more sensational cases await 
us. In February 1961 a forthright 
federal judge in a Philadelphia court- 
room imposed $822,500 in fines on 
twenty-one corporations, including Gen- 
eral Electric, Westinghouse, and Allis 
Chalmers; $109,000 in fines on thirty- 
six officers of these companies; and 
thirty-day jail terms on a General Elec- 
tric vice-president and six other execu- 
tives. The sentences, which climaxed 
one of the biggest antitrust prosecu- 
tions in Sherman Act history, followed 
guilty pleas in December 1960 by nine- 
teen of these companies and thirty-five 
individuals. What the companies and 
their officials confessed was systematic 
rigging of government bids on turbines, 
switchgears, controls, and other items 
of heavy electrical equipment. In the 
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language of the law, their crime was, 
among other things, conspiracy to divide 
markets, suppress competition, and 
charge artificially high prices. 

In the wake of this business sensa- 
tion, aggrieved stockholders brought 
suit; sixty major cities contemplated a 
single consolidated damage suit; James 
Carey, President of the International 
Union of Electrical Workers, demanded 
and General Electric agreed that stock- 
holders should judge whether convicted 
officials should be retained in the com- 
pany’s employ; and, in the end, Gen- 
eral Electric did discharge a number of 
its own officials. On the whole, business 
opinion condemned the guilty. The 
Wall Street Journal and Fortune could 
discover little in the way of extenuation. 
At the Harvard Business School, where 
corporate ethics are a precious charge, 
students and faculty talked of little else 
for several days after the news broke. 

Although there can be no doubt of 
the legal guilt of the companies and 
their officers, was not the uproar in 
business circles somewhat exaggerated? 
Had the overenthusiastic vice-presidents 
and division managers done a great deal 
more than carry an existing tendency to 
a logical and illegal extreme? As we 
have examined corporate policy, it ap- 
pears directed toward order and sta- 
bility. Although there are occasional 
ominous rumbles from the government 
and the persistent Senator Kefauver, 
price leadership has thus far avoided 
serious legal censure, Was it not natural 
for corporate officials, anxious about 
their own security, to go a step or two 
farther to avert another attack of the 
price competition which had broken out 
only recently in their industry? One 
need not be derisive in perceiving the 
complicated collusive arrangements of 
the electrical-equipment cases as ap- 
parently sensible extensions of accus- 
tomed patterns of behavior. Indeed, 
there is something strange about con- 
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demning. some devices which limit com- 
petition, among them collusive bidding 
and market division, and sanctioning 


. others which serve the same purpose, 
‘among 


them price leadership and 
product variation. 

Our last illustration is best. The 
conflict among law, ideology, business 
practice, and the realities of power has 
seldom been more fascinating than in 
the unsuccessful attempt of the major 
steel producers to raise their prices some 
3.5 per cent in April of this year. The 
circumstances need little recapitulation. 
Almost from the outset of his adminis- 
tration, President Kennedy has centered 
his attention on the steel industry as 
the key to the restraint of inflation. 
For at least a decade, steel had set 
the pattern of wage and price inflation. 
Working persistently at less than ca- 
pacity, the steel industry in recent years 
had . little market justification for a 
price increase. Administration pressure 
helped persuade the steelworkers’ union 
to accept an agreement which contained 
no wage increase. Then, while the 
President took public credit for a non- 
inflationary labor settlement, on the 
premise that steel prices would remain 
stable, United States Steel as the price 
leader announced its increase. In a 
cold fury, the President set in motion a 
grand-jury investigation of the increase, 
urged the unreluctant Senator Kefauver 
to activate his Senate Anti-Monopoly 
Subcommittee, announced the diversion 
of an important Defense Department 
order from United States Steel, and 
placed pressure on Inland, Arméo, and 
Kaiser—three smaller companies which 
had not immediately followed United 
States Steel, to hold the price line. 
Under this attack, industry solidity 
cracked. Inland refused to go along 
with United States Steel, Bethlehem 


_rescinded its own increase, and, within 


seventy-two hours, United States Steel 
bowed to these consequences of presi-_ 
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dential power and returned to its orig: 
inal prices, 

What are the morals of this clash of 
titans? The first is the sudden revela- 


tion that United States Steel’s behavior ` 


was atavistic. Deluded by their own 
ideology, convinced by their own press 
releases, the officials of United States 
Steel really seemed to believe that to 
raise or lower the price of steel was 
entirely a private, corporate choice. 
Americans may owe a debt for the lesson 
in the realities of industrial power to 
the maladroit managers of Big Steel. 
The second moral is this: United States 
Steel or any other business giant retains 
the right to its power only on a condi- 
tion. The condition is that it must use 
that power for purposes wider than the 
interests. of its own stockholders or its 
own managers. There is a third moral. 
As a nation we prefer to employ the 
rhetoric of free enterprise. Even the 
President at his most excoriating care- 
fully reaffirmed his wish to intervene 
as little as might be in the affairs of 
private enterprise. On the whole, this is 
a.harmless indulgence, for, when it 
comes to a crisis, we prefer to control 
individual corporate power even if the 
price is contradiction or our usual 
platitudes. The President persistently 
reverted to the formula of his right to 
define the national interest and the 
consequent obligation of the steel in- 
dustry to pay heed to his definition. 
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We will allow our price leaders to main- 
tain order and coherence in their in- 
dustries, provided their rule is that of 
constitutional monarchs. 


CONCLUSION 


Is it all for the best in this best of 
all possible worlds? I should hesitate 
to leave the subject on such a note. Is 
this era of gentlemanly rivalry a “good 
thing,” as the authors of the immortal 
1066 And All That might have asked 
the question? Until the last decade, a 
fair case might have been made that 
oligopoly and industrial progress had 
been intimately linked. Such a case, in 
fact, was made by the late Joseph ʻA. 
Schumpeter in Capitalism, Socialism and 
Democracy. But, if we are to link the 
economic growth of the past to the large 
corporation, how can we avoid linking 
the comparative stagnation of the pres- 
ent to the same agent: the great cor- 
poration has not declined in significance. 
I end, then, with the possibility that 
oligopoly has become enervating, that 
the giant corporation has fallen prey to 
its bureaucracy, that -soft corporate 
living has sapped efficiency, and that 
the innovating spirit which sparked 
economic growth in the past is in the 
present too weak to overcome the lures 
of the new “competition.” The con- 
sequences are unpleasant: slow growth 
and lagging redistribution of income. 


The Corporation and the Local Community 


By Norton E. Lone - 


Asstract: The corporation and the local community repre- 
sent sometimes conflicting ends for members of the corporate 
hierarchy. There is a citizenship of the corporation and a 
citizenship of the local territorial community that may and do 
conflict. The corporation offices constitute many of the top. 
-status positions in the local community; the behavior of cor- 
porate managers influences that of many others. Where cor- 
porate managers are more loyal to the corporation than to the 
local community, the natives, the local citizens, are as likely to 
resent this as exploitation as are the people of a banana re- 
public to resent the alien rule of the fruit company. Yet cor- 

_ porate managers are supposed to be primarily businessmen run- 
ning a business on a competitive basis.. If they forget this and 
run a welfare organization, the business and the economy 
suffer. The conflict between immobile territorial loyalities and 
the need for the mobile recombination of the factors of produc- 

-tion is built into the situation. Corporate managers cannot 

escape involvement in local politics, for they have power. 
They must, in a sense, be alien if they are true to the interests 

` of the corporation and, indeed, to the larger economy. But, 
if they are visibly alien as irresponsible holders of power over 
local lives, they must be hateful to the natives. The dilemma 
is real, and no public-relations wand will wave it away. 
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Tue CORPORATION AND THE Locat COMMUNITY 


HE problem of the corporation and 
the local community is different in 
degree but not in kind in Guatemala or 
New York State. In either case, the 
natives are concerned about an institu- 
tion that does not accept the common 
territorially bound fate, whose roots are 
so shallow that it can pick up and leave 
when its interests so dictate. The cor- 
poration as an entity concerned with 
economic survival and increase must be 
territorially mobile if it is to fulfill its 
goal of maximizing profits and minimiz- 
ing losses. Territorial loyalty and cor- 
porate loyalty can conflict. The good of 
the local community and the good of the 
corporation do not necessarily coincide. 
This is readily seen in the case of an 
oil company in South America but it 
is less readily apparent in the case of 
a domestic corporation in a local Amer- 
ican community. With differences of -de- 
gree, however, it-is equally so. Whether 
in Guatemala or upper New York State, 
a corporation is a business. As a busi- 
ness, it is expected to be run at a profit. 
Over time, considering sunken capital, 
it is expected to return the going rate. 
Although the fact is often glossed over 
or deprecated, the corporation is in 
business to : make money—as much 
money as is prudently and legally pos- 
sible. This is what is meant by its 
functioning to achieve an optimal al- 
location of resources. The corporation 
is concerned with the mobility of the 
factors of production, seeking to com- 
bine them territorially and otherwise 
to achieve its end—the securing of 
profits and the avoidance of losses. 
In its attempt to carry out its func- 
tion of optimally allocating economic 
resources, the corporation is met with 
"what the economists call rigidities. 
These rigidities may consist of obsolete 
management, obsolete labor, or obsolete 
location. None of these factors are 
happy to regard themselves as obsolete. 
All of them represent values and have 
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claims that cannot be ignored. People 
are people, after all, and, whether 
management or labor, not to be thrown 
on the scrap heap as mere obsolete 
junk. The community in which you 
have made money and which has come 
to depend on you is hard to leave in the 
lurch. Yet, soon or late, the corpora- 
tion must make money to survive. 
Sentiment may be a harmless luxury 
or a public-relations necessity up to a 
point. Beyond that point, the balance 
sheet must dictate organization and 
location, or the competition will take 
over. . 

In a capitalist economy, we depend on 
business managers to allocate resources 
in the prudent pursuit of profits. In 
general, the system is efficient to the 
extent that its entrepreneurs are able 
to keep their costs competitive and their 
businesses efficient. Their operating 
loyalties must be to their companies. 
To the extent that they allow considera- 
tions of the local community to over- 
shadow their concern with corporate 
profits, they do a disservice to their 
company. More important, they may 
do a disservice to the national and the 
world economy. ‘The logic of capital- 
ism seeks the optimum allocation of 
resources through the pursuit of profit. 
When other considerations are allowed 
to take precedence, featherbedding, dys- 
functional location, or other sources of 
high cost may impair the competitive 
effectiveness of the economy. 

It is idle to assume that there is a 
natural harmony ready to hand among 
all the values men seek to realize. One 
may be committed to the soil and 
beauties of Maine, but its locational 
costs may outbalance all but the hardiest 
loyalties. On the other hand, territorial 
loyalty to an Israel may make the 
desert bloom and levy tribute on the 
world at large to support a locational 
anomaly. There is clearly a contradic- 
tion between fixed territorial loyalty 
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and freely mobile factors of production. 
What is readily seen in the interna- 
tional order is only somewhat less true 
within the nation-state. One may 
asperse the patriotism of a corporation 
locating plants abroad to escape do- 
mestic taxation. One could perhaps 
only deprecate a company moving from 
one town to another. 


CHANGE FROM FAMILY BUSINESS 


The wealthy family of the past had 
roots in a community. The modern 
corporation has a headquarters and 
branches. The wealthy family had a 
link with the tradition of a landed 
aristocracy. This tradition of fixed, 
limited territorial allegiance on the part 
of upper income recipients has been 
undermined. There are local citizens 
and corporate citizens. There are 
people whose life goals are fulfilled in 
the territorial community. There are 
people whose life goals are fulfilled in 
the corporation. The importance of the 
latter is that their economic rank and 
status in a commercial society give 
their example compelling attraction to 
others, even those outside the corporate 
hierarchy. 

In the Aristotelian sense, the values 
of the ruling class are the constitution 
of the community, and, in the ordinary 
case, the ruling class is made of those 
in the community who are most re- 
spected and admired. In the older day 
of gentry or merchant-prince rule, the 
leaders of the local community were 
rooted families with a powerful local 
identification. One could properly say 
that their most significant means of 
self-expression was in the local com- 
munity and that their most important 
reference group was their peers and cli- 
ents in the local community. Marquand’s 
novel “Sincerely Willis Wayde” gives 
literary expression to the transition 
from the family business with a territo- 
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rial noblesse oblige to the corporate bird- 
of passage with a commitment to, at 
best, a public-relations concern with the 
local consequences of a purely business 
decision. In the one case, the terri- 
torial citizenship is a high value, higher 
than profitability. In the other, the 
territory is a place to do business, a 
place with which one is little more con- 
cerned than one would be if one were 
a foreigner with a foreign corporation 
doing business in an alien land. 

Schultz marked the change from the 
dominating old-family, commercial elite 
in Cibola to the withdrawal of these 
families as their business prominence 
declined, their -replacement by corpo- 
rate managers in the economic hier- 
archy, and the increasing separation of 
the business hierarchy from the politi- 
cal. Dahl observed in New Haven the 
initial split between the social and po- 
litical hierarchies and the subsequent 
split of the economic from the political 
until the hierarchies of society, eco- 
nomics, and politics coexisted with 
minimal overlap. The timing of these 
events makes it clear that not all of 
them can be attributed to the corpora- 
tion, though the corporation has been 
a powerful. institutional force working 
in this direction. 

Increasingly, the positions of top eco- 
nomic power and prestige are in the 
hierarchies of the national corporations. 
Although many positions of wealth 
remain outside in families and local 
small businesses, the behavior of the 
corporate executive to a great degree 
sets the business style. Though the 
members are few in total numbers, the 
mode of this group can have a pervasive 
influence on those who are influenced 
to imitate or are awed into inactivity. 
The style is propagated through busi- 
ness schools, business reviews, national 
media, the Society for Advancement of 
Management, and many other channels. 
The behavior represents the smart, 
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the “big league,” the professional thing 
to do. 

What it amounts to is a curious dis- 
location in the governing class and the 
attitudes of the governing class in the 
local community. It means that people 
in top economic prestige positions are 
not irrevocably committed to the local 
community. It is as if the resident 
alien merchants of the Athenian polis 
were the most admired part of the 
society and their lack of local com- 
mitment glossed over by an effective 
public-relations program and substan- 
tial contributions to the local commu- 
nity chest. 

The social absenteeism that is fre- 
quently deplored in the flight of. the 
middle class to the suburb is paralleled 
by the political absenteeism of the cor- 
porate manager in the local community. 
Social distinction, economic distinction, 
and political distinction are represented 
by different groups of people. The 
values of the local community no 
longer cohere in a common group of 
interacting protagonists but head up in 
separate and frequently unrelated hier- 
archies. A society that does not con- 
cern itself with the great political and 
economic problems of the local com- 
munity seems trivial and parasitic. A 
business leadership that accepts no vital 
local territorial commitment seems alien 
and predatory. A political leadership that 
has neither the prestige of social or eco- 
nomic standing and is inhibited from 
significant economic decision-making 
must seem inconsequential, if not base. 

All this adds up to the difficult 
problem of maintaining or creating a 
meaningful local community within a 
fluid and mobile national economy and 
polity. The federal constitution itself 
was a deliberate attack on the particu- 
Jaristic nationalism of the states under 
the Articles of Confederation. The 
Civil War gave the final answer to state 
nationalism. What has been true of 
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the states has a fortiori been even 
more true of the lesser local com- 
munities. 

-Max Weber even went so far as to 
say that, in an important sense, the city 
ceased to be when the citizens no longer 
manned the walls. The polis in Aris- 
totle’s view was a community of com- 
munities, a final end. The local com- 
munity within the nation-state and in 
a Christian culture is clearly not a final, 
all-embracing end. Were it, the nation- 
state would have to disintegrate. But, 
as a lesser end, how important is it? 
How much does it embrace? To what 
extent can-it command the allegiance 
of the individuals and institutions, 
economic and other, that lie within its 
territory? Just what difference does it 
make to the behavior of a corporation 
in a local community that it is domestic 
rather than foreign? 


CONFLICT oF VALUES 


The value to a person of the local 
community may be its capacity to pro- 
vide him with a medium in which to 
realize a good life. As Aristotle re- 
marked, every community has some end 
for its members. There are communi- 
ties of pleasure and communities of 
business, and there are communities, in 
Burke’s phrase, that are partnerships in 
all art, all beauty, all culture, all the 
virtues that ennoble life. There are 
people and institutions in the territorial 
community that are in it but not of it, 
resident aliens and transients who ex- 
ploit its possibilities but do not accept 

` its responsibilities. In their way, they 
may make some contribution to the 
local life through trade or otherwise, 
but, though they live their whole lives 
there, they remain apart as Chinese in 
an enclave of their own. For those for 
whom the local community provides 
significant opportunities for self-realiza- 
‘tion, the local community must become 
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a valued institution. As a valued 
institution, it produces a conflict of 
loyalties with other loyalties to other 
institutions. Historically, and even 
presently, these conflicts extend to na- 
tion, church, party, and, of course, to 
the corporation. In the usual case, an 
attempt is made to deny the conflict of 
values and to assert some doctrine of 
natural harmony among institutional 
loyalties that would assert that they 
can. all be pursued simultaneously 
without conflict. 

In fact they cannot. Gallican contro- 
versies in the church, civil war in the 
nation, and separation from employ- 


ment in the corporation occur when the | 


problems of superordination and sub- 
ordination of loyalties become acute. 
In a nation-state, we assume that, for 
citizens, loyalty. to the nation is the 
highest political loyalty and, the claims 
of religion apart, all other. loyalties 
should be regulated by this overriding 
loyalty. In the thought of Rousseau, 
this took the form of denying the right 
of any lesser institution. to come be- 
tween the individual and the nation. 
For a long time in France, all lesser 
associations were suspect as conspira- 
cies against the- nation. In our plu- 
ralist tradition, we have asserted the 
logical contradiction of a sovereign 
union of sovereign states. The Civil 
War settled the fact without formally 
altering the theory. Legal metaphysics 
apart, American public life accepts a 
pluralism of institutions with a final 
authority in the nation. But a nation 
that is a continent and more than a 
continent is far too large to provide a 
meaningful theater for the political life 
of more than a few. If the values of 
the culture are to be realized, the values 
of active self-government, some inter- 
mediary bodies must exist between na- 
tion and individual. 
country would be divided into adminis- 
trative areas rather than self-governing 


Failing this, the — 
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communities. Whether such a constitu- 
tion would be healthy for a constitu- 
tional democracy is a matter-of debate. 

The local self-governing community 
is a political good in the value struc- 
ture of the Anglo-American political 
culture and, indeed, in much of Western 
civilization. To say that it is a good does 
not mean that it is a good for all the 
inhabitants of the country. Indeed, as 
in ancient Athens, there are many in- 
habitants who only partially share, if 
they share at all, the political values 


-of the polity. They are residents but 


not citizens, certainly not active citi- 
zens. In a monarchy, they could easily 
be classified as subjects, although, 
even here, their allegiance might be so 
nominal as to be dubious. In the 
United States, the purely legal definition 
of citizenship takes no account of 
whether the individual so legally quali- 
fied does in fact accept and play the 
role of the citizen. An alienated en- 
franchised mass may exist armed with 
the ballot as so many barbarians within 
the walls. The alienated may include 
not only the impoverished and unprivi- 
leged inhabitants of the slums but also 
the wealthy escapees to the suburbs. 
The local self-governing community is 
an institution to make possible signi- 
ficant active participation in the politi- 
cal implementation of values on the 
part of the active citizens. These 
active citizens are the bearers and pro- 
tectors of the political culture. They 
may be a minority in the mass. They 
must be sufficient to leaven the civic 
lump. When they fail in infusing the 
society at large with the values of our 
political culture, those values will cease 
to compel the imaginations of men, and 
the American political way of life will 
change. S 

Now, what has this to do with the 
corporation and the local community? 
First, the corporation is a reservoir of 
leadership talent. In its own economic 
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self-interest, it searches the academic 
labor market for the best talent avail- 
able. It recruits this talent, indoctri- 
nates it, and ties it to the corporation 
as a life career and almost as a way 
of life. Indeed, what Lloyd Fisher 
called the “plant sociologists” such as 
Elton Mayo have theorized as if the 
corporation ‘for management and men 
were a veritable societas perfecta. Thus, 
a significant share of the best educated 
and most talented are recruited to an 
institution making extreme demands on 
their loyalty and engaging them in a 
life career. Not only does the corpora- 
tion absorb or seek to absorb a major 
share of the society’s potential leader- 
ship, it has acquired an important and 
growing share of the top status posi- 
tions in the local community. In addi- 
tion, with the decline of private wealth, 
its largesse and the salaries of its upper 
echelon are a major source of commu- 


nity good works. Beyond this con-. 


trolling position in the financing of the 
private culture and welfare of the com- 
munity lie the economic decisions on 
which the material well-being of the 
local community depends. 

The problem of the corporation and 
the local community is not unlike the 
problem of the corporation in the under- 
developed country. Loyalty, primary 
loyalty to the corporation, makes man- 
agement seem an alien exploitative 
force in the local community, concerned 
to make a profit but not sharing the 
local fate—ready to leave when the 
going gets tough. Small wonder that 
the natives, even American natives, 
develop colonial nationalism in its fa- 
miliar variants. The dilemma of corpo- 
rate management is whether to see 
themselves primarily as citizens of the 
community—to go native—or primarily 
as citizens of the corporation—to re- 
main ultimately alien. 

In the one case, the corporation is 
an instrument to promote the economic 
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well-being of the local community 
whose good is the chief end; in the 
other, the local community is merely 
a good place to do business and is 
valued merely as an instrument to serve 
the corporation’s good. i 

This tug of war between the two 
loyalties has caught many a manage- 
ment in the middle. It is good busi- 
ness to get on with and be liked by 
the natives, but it is bad business for 

‘the management to go native. When 
they do, inevitably the good of the cor- 

` poration is sacrificed, costs are incurred 
for other than good business reasons, 
and the mobility on which competi- 
tive success may depend is sacrificed. 
The abandonment of the company town 
and the avoidance of responsibility for 
a large share of the local labor market 
are signs that, increasingly, it is con- 
sidered good corporate practice to avoid 
embarrassing, conspicuous economic re- 
sponsibility. Even where prospects of 
a docile labor supply, and corporate 
local dominance seem attractive, as in 
the South, the danger of immobilizing 
resources through the assumption of 
local responsibilities is a matter of 
concern to locational decision-makers. 

The rationale of the lack of or lim- 
ited corporate commitment to the local 
community is clearly in terms of the 
corporation’s responsibility constantly 
to recombine land, labor, and capital in 
the most productive manner possible. 
If costs are not to mount, the rigidities 
that are embodied in valuing the proc- 
ess more than the product must be 
fought. The process may be valued 
both as to where it goes on and as to 
how it goes on. This means that rigidi- 
ties of location and rigidities of organi- 
zation may develop. Much of morale 
depends on the values that are con- 
nected with these rigidities. Local: 
pride, craftsmanship, town and union 
alike, have a vested interest in con- 
serving the locational and technological 
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status quo. Management itself is in the 
same boat. Innovation and adaptation 
are painful for all concerned. Yet in- 
novation and adaptation are the price 
of survival in a dynamic competitive 
world.: The cruelty of enforced change 
is the kindness that enables survival. 

From the nation’s point of view, it 
is most desirable that the management 
of its corporations should keep its econ- 
omy, so far as it is under their control, 
taut, competitive, and efficient. From 
the point of view of the local commu- 
nity, the mobility this implies may seem 
a lukewarm or nonexistent patriotism. 
Here we can contrast the wealthy 
family for whom its native ground and 
family roots and responsibilities are 
major values with the corporate bird of 
passage who must coolly appraise the 
local ground, not as uniquely sacred, 
but as quite simply competitive or not 
competitive. The wealthy family com- 
mitted to the common local fate might 
cast around for new means to maintain 
the local economy, but the corporate 
manager must be concerned with how 
to disinvest and move to the better 
location elsewhere. 

If one could separate the economy 
from the polity, the free-floating cor- 
porate manager doing his job of re- 
combining resources to increase and 
preserve efficiency of production and 
distribution would present no problem. 
Unfortunately, one cannot make that 
separation. The status of corporate 
positions spills over, the power of cor- 
porate decision-makers spills over, 
and the corporate decision-makers them- 
selves are no disembodied economic 
men. The corporation largely provides 
the positions and power from which im- 
portant leadership tasks are expected. 
So the members of corporate manage- 
ment are willy-nilly members of the 
governing elite of the local community. 
If they refuse to fulfill their leadership 
function, they create a vacuum, a 
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vacuum that can only be filled by 
others whose position in the status 
hierarchy of the society renders them 
suspect in a business-oriented- culture 
and whose lack of direct concern with 
the economy frequently misleads them 
as to what can be done in the world of 
work. Where corporate management 
exploits its power for the corporation 
first and uses the community purely as 
means rather than end, the natives, 
as all natives ultimately do, rebel at 
the exercise of alien and irresponsible 
power. Where, as is often the case, 
the corporate managers vacillate, tragic 
and tragicomic situations develop. The 
case of a corporate vice-president of 
good will who serves on a school board 
and whose company is picketed by the 
National Association for the Advance- 
ment of Colored People for the alleged 
segregationist policies of the school 
system, thereby endangering his com- 
pany’s public relations, illustrates the 
dilemma. 

The corporate manager who accepts 
the call of local civic leadership must 
confine himself to the innocuous civic 
do-gooding of the community fund, as 
Schultz noted in Cibola, or run the risk 
of getting his company in the crossfire 
of politics. From the point of view of 
most corporations and the careers of . 
most managers, the answer is clear— 
stay out of trouble. Possibly it has 
always been true that most notables 
follow the political maxim of avoiding 
the hot ones and coming down on the 
winning side when the battle was over. 
Nonetheless, there is a real problem for 
a society when the holders of its so- 
cially recognized leadership positions 
take the posture of benign bystanders 
on the crucial issues that confront it. 
As Aristotle long ago recognized, a 
certain economic competence is neces- 
sary for the leisure, security, and free- 
dom from gross pecuniary interest that 
are needed at least in the more responsi- 
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ble roles in public life. If the posi- 
tions that provide this leisure, prestige, 
perspective, and security are in the 
hands of the resident agent of a cor- 
porate absentee. landlord, the historic 
parallels of mismanagement and native 
discontent and rebellion are in point. 

The separation of politics and eco- 
nomics is a cardinal tenet of liberalism. 
Political realists have always recognized 
that the separation could never be 
more than a matter of degree. `Eco- 
nomic decisions have political conse- 
quences and vice versa. The holders 
of economic power must seek to influ- 
ence the political environment,’and the 
holders of political power must seek to 
manage the economic environment to 
pursue their ends. We readily recog- 
nize this at the national level, though 
we debate over the appropriate scope 
of interference and which spheres’ ob- 
jectives should receive priority. What 
is true at the national level is only to 
a less degree true at the local level. 
Cities and towns as well as states and 
nations seek to protect and improve 
their economic base. Mercantilism is 
not just a national phenomenon. With 
the adoption of the federal Constitution 
and the early decisions of the Supreme 
Court, we became largely committed 
to a national market. This has been 
tempered by a degree of state experi- 
mentation, which Justice Holmes found 
highly valuable. This experimentation 
has been greatly limited by the com- 
pulsion to stay in line with the competi- 
tion of other states. This compulsion 
has, of course, been even greater on 
the local community. Nonetheless, few 
local communities can resist the urge 
to act to: alter their economic fate de- 
spite the general commitment to laissez 
faire and the discouraging implications 
of the Vernon studies for local initiative 
in locational promotion. Any civic 
leadership that folds its hands and 
abdicates all responsibility and concern 


125 


for the local economy will see its role 
transferred to others. 


COLONIALISM AT Home 


Perhaps the most significant change 
in local communities since the ’thirties 
is the progressive decline in the power 
of corporate managers on the local 
scene. As these managers have in- 
creasingly become agents of absentee 
ownership and mere birds of passage 
assiduously seeking to avoid the heat of 
politics and to maintain a bland public- 
relations image, they have lost will and 
authority in local affairs. In the early 
thirties, when the local community 
manned the social barricades in a 
strike, the small merchants, the press, 
the police, and the politicians would 
line up soon or late on the side of cor- 
porate management. Now, even in an 
erstwhile stronghold of United States 
Steel, the reverse would be the case. 
The alienated natives respond to an 
alien, absentee-directed, locally uncom- 
mitted set of managers with the same 
colonial nationalism that confronts the 
corporation in Latin America and else- 
where. However economically right in 
the abstract management may be, it is 
no rooted local gentry or. familial oli- 
garchy committed to the local territorial 
fate and empowered with the time- 
honored symbols of legitimacy that 
local nobilities have traditionally pos- 
sessed. 

The ambiguous position of corporate 
managers in the local community is dif- 
ficult to resolve. On the one hand, by 
their prestigious economic status, they 
are the presumptive heirs to the respon- 
sibilities and leading role of the gentry 
and the merchant or manufacturer of 
old; on the other hand, as officials of 
the corporation, their ethic and their 
interest are tied to its service. In case 
of conflict, the corporation, rather than 
the community, is likely to be their 
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highest value. Knowing this, they 
incur the distrust and disaffection of 
the natives. The attempt to abdicate 
responsibility for local leadership falls 
foul of the insistent demand that eco- 
nomic notables should be civic leaders, 
that the management of the commu- 
nity’s wealth should be consonant with 
the community’s interest. Of course, it 
is the precise position of the corpora- 
tion in the local community as well as 
in the banana republics that the corpo- 
ration’s wealth is the corporation’s and 
not the local community’s. 
degrees, how much of the wealth be- 
longs to one or the other, corporation 
or community, has been a bone of con- 
tention, and whether and how much of 
the wealth should be devoted to corpo- 
rate or to community ends bedevils the 
relations of corporation and community 
at home and abroad. Corporate com- 


mittees on benefactions institutionalize ` 


the problem of the tenth to the com- 
munity if not to the Lord. The ques- 
tion of how to. frame automatic, accept- 
able policies that will produce love 
without heat has baffled the manage- 
ment engineers who have been engaged 
to depoliticize the corporation’s political 
problems. - 

The theory of classical economics 
that is still the businessman’s implicit 
dream of how to possess power bene- 
ficently without the pains of commu- 
nity-conscious responsibility has never 
been replaced by a more realistic and 
satisfactory doctrine. The things that 
belong to Caesar and those that belong 
to the free economy are inextricably 
mixed. In theory, the businessman and 
the corporation best promote the com- 
mon good by maximizing their indi- 
vidual profit. The common good is an 
unintended by-product of the rational 
pursuit of enlightened self-interest. 
Most people now know that sheer de- 
pendence on enlightened self-interest 
and laissez faire is unworkable. The 


In varying - 
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traffic jams and accidents mount. On 
the other hand, there is a real danger - 
not only to the company but to the 
larger and even to the local community 
if the corporation forgets that its para- 
mount job is to be an efficient, success- 
ful business enterprise. Countries lose 


- out in the keen competition of interna- 


tional trade, as we all know, and their 
impoverished economies become only . 
more so as industries are featherbedded 
and as welfare costs further burden 
competitive efficiency. Even the be- 
nevolent paternalism of the company 
town succumbs to the rot of high and 
uneconomic costs, leaving the town too 
often the possessor of empty factories 
and a stranded, aging labor force. 

In theory, the good of the corpora- 
tion and the good of the local com- 
munity should coincide. However, in 


_ the extreme, both wish to survive, and 


the local community is locationally 
fixed. Communities dislike as much as 
unions and managements to die. No 
one, not even a town, likes to be told 
it is obsolete and that the best thing 
it can do is gracefully to decline and 
wither away. Most factors of produc- 
tion can be looked on as mobile. Most 
are, at least in theory, when fixed in 
form, expected to obsolesce. Whether 
it is agricultural land, central-city real 
estate, vested interests in union, man- 
agement, or professional skill, the pos- 
sessors resist obsolescence and seek 
political assistance through subsidies or 
other interferences with free-market 
forces to resist adverse change. This is 
scarcely surprising. Even congressmen 
would rather turn their constituents 
into a kind of Indian reservation than 
lose the inhabitants on which their 
seats depend. 

In the case of the local community, 
there is the additional factor that it is 
not supposed to be simply an expend- 
able economic factor but a final unit of 
value. To this final unit of value other 
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interests, state and nation apart, are 
supposed to be subordinate. And, in- 
deed, if people care enough about the 
local sacred ground, they can work 
miracles to keep it inhabited. . For 
those who take the preservation and 
increase of the local community seri- 
- ously, the lack of identical concern on 
the part of others must seem, at best, 
bad citizenship and, at worst, sheer 
treason to the local cause. But the 
corporation cannot accept any ground 
short of the nation, if even that, as 
sacred. Its prime concern is to be an 
: efficient, profitable business. It is in the 
national interest—and, consequently, 
in the sum total of the local interests— 
that corporations as a class should seek 
to be and be efficient, profitable busi- 
nesses. If they fail in this, the econ- 
omy and the dollars on which culture, 
the arts, education, and the citizens’ 


welfare must depend will diminish. The ` 


corporate manager can, as a corporate 
manager, do what, in the prudent inter- 
est of the corporation, he should do to 
affect favorably the local environment 
within which the business is carried on. 
How far this can go depends on whether 
similar costs are incurred by his com- 
petition elsewhere and whether incurring 
these costs is productive of superior ef- 

ficiency in meeting the competition from 
` elsewhere. Cost accounting, unfortu- 
nately, provides no precise yardstick to 
make these comparisons. They are, in 
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practice, likely to be made in moments 
of stringency when red ink forces the 
agonizing reappraisal, just as the costs 
are likely to be incurred in moments of 
euphoric affluence. 

The duality of the corporate manager 
remains. As servant of the corpora- 
tion and as implicit servant of the na- 
tional and general economy, he must 
take a cool and objective look at com- 
munity demands and objective loca- 
tional merits. However, as a member 
of the highest status group in the com- 
munity, he will be expected, on pain of 
being considered to be an alien ex- 
ploiter, to accept the shared common - 
fate of the community and to commit 
himself to the long-run responsibility of 
running the community. The corpora- 
tion conveys and possesses power-— 
power over the lives of the people and 
the life of their community. People 
and the community will inevitably de- 
mand that the power be exercised re- 
sponsibly. The corporate manager, like 
many other power-holders in history, is 
asked to serve two masters—the cor- 
poration and the local community. The 
service is difficult. Compromise and 
mediation is well-nigh inevitable. One 
thing seems clear, the corporation can- 
not occupy the publicly accepted 
leadership roles of our business-oriented 
culture in the local community and 
wash its hands of the responsibility that 
occupation implies. 


The Business Ethics Advisory Council: 
An Organization for the. Improvement of 
Ethical Performance 


By Turopore L. THAU 


Azsrract: The Business Ethics Advisory Council is a group 


of outstanding businessmen, educators, clergymen, and jour- °° 


nalists. Its goal is to help the American business community 
develop and carry out programs for the general improvement 
of business ethics. Recently, the Council posed some search- 
ing inquiries for all businessmen in a widely publicized State- 
ment on Business Ethics and Call for Action. Since then, the 
Council has been undertaking to achieve its goal through a 
number of nation-wide activities. The history of the origin 
and work of the Council may well prove an important chapter 
in the chronicles of American business. 





Theodore L. Thau, Ph.B., J.D., Silver Spring, Maryland; has been Secretary to the 


Business Ethics Advisory Council since its inception. Currently, also, he is Director of 
the Export Policy Staf of the Department of Commerce; he previously held legal posi- 
tions in that Department and in the Securities and Exchange Commission and practiced 
business law in Chicago and New York City. He received his degrees from the Uni- 
versity of Chicago. 
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N January 16, 1962, a group of 

twenty-six leading businessmen, 
educators, clergymen, and publishers— 
for the first time in American business 
history—issued a call to the entire 
business community to expand and in- 
tensify current efforts and undertake 
new efforts “to hasten its attainment 
of those high ethical standards that 
derive from our heritage and tradi- 
tions.” 

The group was the Business Ethics 
Advisory Council, organized by Secre- 
tary of Commerce Luther H. Hodges. 
Its summons was contained in a slim 
but trenchant document entitled “A 
Statement on Business Ethics and A 
Call for Action—With Some Questions 
For Businessmen.” + 

How did this Council come to be? 
What is noteworthy about its State- 
ment? What is the Council doing to 
help businessmen achieve the Council’s 
goal? The purpose of this article is to 
answer these and related questions for 
present and future historians of our 
business scene. 


THE CREATION OF THE COUNCIL 


On February 7, 1961 Federal Judge 
J. Cullen Ganey imposed sentences on a 
number of corporations and executives 
in the electrical industry for violations 
of the antitrust laws. In the course 
of sentencing, Judge Ganey reportedly 
made the following observations: 


What is at stake here is the survival of 
the kind of economy under which America 
has grown to greatness, the free enterprise 
system. The conduct of the corporate and 
individual defendants alike has flagrantly 
mocked that image and destroyed the 
model we offer today as a free world alter- 
native to State control or Socialism and 
eventual dictatorship. 


1The Council’s Statement and Member- 
ship List, as of January 16, 1962, appear as 
an Appendix to this article. 
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Secretary Hodges, a long-time busi- 
hessman, was evidently troubled by 
Judge Ganey’s words. In a speech to 
Americans for the Competitive Enter- 
prise System, Incorporated, he referred 
to that case and to the television quiz- 
show scandal, the misuse of public of- 
fices by businessmen, the reports of 
business connivance with corrupt labor 
leaders, and the forced resignations of 
business leaders who had allowed per- 
sonal interests to conflict with their 
corporate duties. “TI think it would be 
a terrible thing,” he observed, “if the 
actions of a few selfish, irresponsible 
businessmen were to undermine the 
public confidence in business which has 
been built so painstakingly.” 

With the approval of President Ken- 
nedy, Secretary Hodges decided that it 
was important to find some way by 
which business could help itself to im- 
prove its ethical performance. He be- 
lieved that, although businessmen had 
to do the job themselves, they could be 
aided in this undertaking by business 
educators, religious leaders, and rep- 
resentatives of the press. He concluded 
that the Department of Commerce, as 
the traditional friend of business, could 
appropriately initiate an effort of this 
kind without creating any misapprehen- 
sion that the government. was thereby 
seeking to regulate the ethical behavior 
of businessmen. 

A group of outstanding businessmen, 
educators, clergymen, and journalists 
was, therefore, carefully selected from 
among those who had already indicated 
a sensitivity to and a concern with ques- 
tions of ethical conduct in business. 
On May 17, 1961 the group met at the 
Department of Commerce in Washing- 
ton, D. C. Its initial purpose was to 
explore some approaches to the develop- 
ment of ethical guidelines that might 
be useful to the business community. 
In his invitation letters, Secretary 
Hodges expressly told the group: 
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I cannot overestimate the importance of 
your participation with us and the need 
for making ‘this first, small start in re- 
establishing public faith in business mo- 
rality—and in-helping conscientious manage- 
ment to find effective ways of coping with 
their internal problems. 

I am sure that we will not be spec- 
tacularly successful in this first meeting. 


The problems will not be solved that. 


easily. However, one might expect that 
out of this first meeting the group itself 
might be able to arrive at some consensus 
concerning what is needed, how it can con- 
tribute, and what next steps „should be 
taken. I want to assure you that there are 
no preconceived notions as to what must 
be done. There is no position that the 
‘group will be asked to ratify. 


Tue Councit’s First MEETING 


In this unstructured setting, the 
Council began its first meeting. The 
Council members immediately found 
that they had many questions to con- 
sider. One member asked whether there 
is any valid distinction between busi- 
ness ethics and ethics in general. An- 
other queried whether the profit theory 
of enterprise . precludes obedience to 
ethical principles in survival situations. 
A third raised the question whether a 
man could properly have different 
ethical standards and obligations in his 
business life from those he has in’ his 
nonbusiness activities. 

The problems seemed endless. Does 
a businessman have differing ethical 
obligations to the different social and 
economic groups with whom he must 
deal? Do the conflicts which a “big” 
businessman faces validly differ from 
those faced by a “small” businessman? 
Are there sufficiently strong motivations 
to conduct business ethically? Is a 
businessman truly -ethical if his good 
` behavior is motivated solely by the ex- 
pectation of a long-term gain? Are 
sanctions necessary? What kinds of 


sanctions can there be, and by whom 
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applied, without translating ethics into 
positive law? Is public opinion enough, 
especially when public morality is itself 
being challenged? 

The Council members found that there 
were no easy answers to their questions 
and that, indeed, their answers often 
differed. From the ferment of their 
discussion, however—which lasted the 
entire day—there came these tentative 
thoughts expressed by various members 
of the Council. 

There is no intrinsic difference be- 
tween business: ethics and ethics in 
general. The moral standards that 
should govern man’s behavior ought to 
apply to his actions in business. There 
are ethical conflicts, however, that men 
face in business which are not so often 
posed in other human activities. These © 
derive in part from the profit motive and 
in part from conflicting responsibilities 
to different social and economic groups. 

Businessmen of the present day, not- 
withstanding the reported instances of 
transgressions of moral ‘rules, generally 
behave better than their predecessors. 
Their . improved conduct las come 
largely from broader education, a more 
sensitive application of enlightened self- 
interest, and the continuous pressures of ` 
the social environment. Today, this 
social environment is both domestic and 
international and affects the decisional 
processes of businessmen in many ways. 

Whether regarded as separate or in- 
terrelated, there are both ethical duties 
and social responsibilities which every 
business enterprise must accept if our 
private-enterprise system is to survive. 
How the business community carries out 
these duties and, responsibilities has a 


‘great bearing on the kind of image our 


country presents abroad. There is ever- 
increasing public awareness of the 
predominant role of business in our 
country’s struggle against communism. 
Survival of the free-enterprise system as 
a flourishing organism may well depend 
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upon societal acceptance and approval 
of the behavior of American business- 
men at home and in foreign countries. 
Ethical problems of business organiza- 
tions relate to the development of mana- 


gerial awareness of the necessity to 


formulate clear ethical guidelines for 
every member of the organization, the 
communication of these guidelines to all 
personnel, the creation of motivations 
for adherence, the regular and frequent 
review of compliance, the establishment 
of procedures for the resolution of 
ethical conflicts and uncertainties, and 
the imposition of internal sanctions for 
misconduct. Few companies have com- 
pletely resolved all of the problems in 
these areas. Stockholders can help by 
encouraging managers to undertake 
programs of the kind required to assure 
a high level of ethical performance in 
their companies. 

In terms of these requirements, com- 
pany and industry codes of ethics are 
often, unfortunately, only collections of 
platitudes, quickly written and quickly 
forgotten. Codes are important devices, 
but they must be the product of mana- 
gerial soul-searching, and they must be 
implemented and enforced. 

The Council members did not, at 
this first meeting, content themselves 
with expressing the foregoing general 
observations. They created a six-man 
subcommittee to receive suggestions 


from the members regarding the kinds - 


of activities they believed the Council 
could properly undertake and to draft 
for Council review such report or other 
document as might be appropriate. This 
subcommitteee, called the Steering Com- 
mittee, consisted of Messrs. Louis W. 
Cabot, Edward W. Carter, Saville R. 
Davis, William C. Decker, William T. 
Gossett, and Ralph Lazarus.’ 


2The members of the Steering Committee 
are further identified in the List of Members 
which appears as part of the Appendix to this 
article. i 


131 


The suggestions received by the Steer- 
ing Committeė ranged from a proposal 
that a general code of ethics be formu- 
lated for all business enterprises to an 
expression of doubt that the Council 
could perform any useful function. 
Most, however, were of the opinion that 
the Council could encourage business- 
men to heightened ethical performance 
and help maintain public confidence 
in business enterprise by a statement 
concerning ethical ideals and con- 
duct, coupled with a set of probing 
questions that businessmen could ponder 
and resolve. Depending on the kind of 
document the Steering Committee might 
produce, a number of Council members 
also thought that the Council might 
later consider some type of action pro- 
gram to encourage and assist managers, 
enterprises, and industries to find suit- 
able ways to improve their ethical 
performance. 


THE STEERING COMMITTEE 


The Steering Committee worked 
through the summer and fall of 1961. 
They held several formal meetings and 


also carried on extensive correspondence 
and other informal communications. 


One basic problem considered by the 
Steering Committee required a historic 
review of the ethical progress of Amer- 
ican business. Preoccupation with re- 
cent reported cases of misconduct could 
lead to a wholly pessimistic conclusion 
about, and a wholly false picture of, 
the moral condition of the business com- 
munity. It was clear from history, how- 
ever, that great strides had been made 
in the last several decades and that the 
over-all record was one of continual and 
substantial improvement. Some better- 
ment had come about because of ethical 
leadership within the ranks of business; 


-other changes resulted from public de- 


mands for reform through government 
regulation; and still other improvements 
stemmed from the evolving nature and 
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functions of the corporation and its. 
management in our society. Whatever 
the causes, there was no doubt ‘that 
businessmen today are far more willing 
to acknowledge ethical and social re- 
sponsibilities than their predecessors. 

Another question explored was whether 
ethical standards are immutable or are 
continually rising. To the Committee, 
it seemed plain that the business com- 
munity has been setting for itself ever 
higher moral aspirations. This was an 
important evaluation—that man’s reach 
would very likely always exceed his 
-grasp—since it meant that the historic 
record of progress in the ethical per- 
formance of businessmen had to take 
into account the simultaneous progress 
of their ethical standards. Even an 
ethical businessman of 1900 might be 
deemed unethical by today’s norms. 
Conversely, an unethical businessman of 
today might well have been judged 
wholly normal in his conduct fifty or 
sixty years ago. 


A third argument which the Steering ` 


Committee had to debate concerned the 
why of its proposed call for action now. 
Was it to be simply a matter of the 
recent reports of business misconduct? 
This was, of course, important. Every- 
one recognized the possibility that re- 
peated instances of misconduct could 
impair public confidence in the busi- 
ness community. But, should the Coun- 


cil speak wholly defensively? Was there 


not also a broader, more positive reason 
for an affirmation of business morality 
today? The Steering Committee found 
that reason in the responsible role of 
business in and to our society and in the 
impact of business actions on our whole 
social structure. In this setting, it was 
the Committee’s conclusion that busi- 
ness had an obligation to lead and not 
to follow. l 

From its discussions of these and 
other questions, the Steering Committee 
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gradually evolved an exposition of the 
ethical philosophy of American business 
and some questions from inquiring busi- 
nessmen. By November 17 it was ready 
to present its document to the full 
Council for criticism and debate. 


THE Councit’s SECOND MEETING 


At the November 17 meeting, the 
Council members had before them not 
only the Steering Committee’s draft 
statement and questions but also the 
revealing report by Father Raymond C. 
Baumhart, a graduate student of Har- 
vard University’s Graduate School of 
Business Administration, on the results 
of a questionnaire survey conducted by 
the Harvard Business Review. This 
report had been published in the July— 
August 1961 issue of the Harvard Busi- 
ness Review, under the title “How 
Ethical Are Businessmen?” This empir- 
ical survey of ethical problems, reported 
by 1,700 business administrators, dis- 
closed to the Council that business had 
a real need for its help. 

The survey showed what many had. 


believed to be the situation, that busi- 


nessmen all too often are uncertain of 
the proper course, that their lofty ethical 
aspirations are impeded by adverse eco- 
nomic pressures, including the fear that 
less scrupulous competitors will win the 
battle for survival. The reporting busi- 
nessmen had also pointed to the solu- 
tion, however, as depending on the. 
leadership—not only in words, but in’ 
deeds—of top management. - Corporate 
ethical codes, they believed, were helpful 
but needed to be made specific in 
content and supported by enforcement 
“teeth.” Finally, they urged greater 
participation by religious leaders and 
educators in assisting businessmen to 
understand and apply ethical teachings 
in their daily activities. 

The Council considered the published 
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report of this survey an indication that 
it would be pursuing the right path in 
developing a statement on business 
ethics, coupled with a set of probing, 
specific questions about current ethical 
problems, provided that this initial step 
would be followed by a long-term im- 
plementation program addressed to in- 
dividual companies and business leaders, 
industry and trade associations, the 
clergy and business educators. 

The Council meeting, accordingly, 
dealt with both revisions of the proposed 
Statement and the development of an 
action program designed to effectuate 
the Council’s goals. 

One important addition to the Steer- 
ing Committee’s draft was the inclusion 
at the outset of the important reference 
to the source of our ethical standards. 
The Council perceived that business- 
men, like the American people generally, 
draw their ethical ideals from the 
Judaeo-Christian religious heritage and 
from the democratic traditions of social, 
political, and economic freedom. 

Another problem resolved by the 
Council was whether its call for action 
should be addressed principally to the 
top management and policy-makers of 
business enterprises. The Council de- 
. cided that the latter groups had the 
power and obligation to set standards 
and to see that they were understood 
and enforced down the line in every 
company. Accordingly, the Council con- 
cluded to aim initially at that group 
rather than diffuse the impact of its 
program by immediately attempting to 
influence all officers and employees. 

The patently important subject of an 
implementation program was referred by 
the Council to the Steering Committee 
with the suggestion that the Committee 
consider ways of persuading top man- 
agers to take a long, hard look at their 
ethical guidelines, practices, and com- 
pliance procedures. The Council also 
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proposed that special programs on busi- 
ness ethics be devised by religious 
leaders and business educators and that 
universities, foundations, associations, 
and other groups be encouraged to 
undertake studies in depth of current 
ethical problems in the business world. 

Following the Council meeting, the 
Steering Committee gathered again to 
incorporate the Council’s recommenda- 
tions in the Statement and to formulate 
alist of implementation activities. With 
this work done, the Council was ready 
to meet again on January 16, 1962 for 
the express purpose of adopting and 
issuing its Statement and, hopefully, an 
action program to put its objectives into 
effect. 


MEETING OF JANUARY 16, 1962 


The Council’s third meeting was held 
in the historic conference room at the 
White House, a few feet from the Presi- 
dent’s office. Its first task was to re- 
view each paragraph of the proposed 
Statement, together with suggested 
modifications. Although a number of 
changes made were for improvement of 
language, there were several revisions 
adopted of a substantive nature. One 
of these was the addition of the two 
words “and foreign” to the first ques- 
tion for businessmen. This had the far- 
reaching effect of announcing to the 
American business community and the 
world the Council’s view that ethical 
behavior does not stop at our national 
boundaries. Every American business- 
man, whether operating from within the ' 
United States or abroad, has the respon- 
sibility to present and represent our 
country’s image to foreign peoples and 
their governments. If America is to 
stand as the moral leader of the demo- 
cratic way of life, our businessmen must 
conduct our international, as well as 
domestic, commerce on a high plane of 
moral responsibility. 
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-Another significant change made by 
the Council in its White House meeting 
was a clarification of its position regard- 
ing the social responsibility of the busi- 
ness enterprise. The Council recognized 
that, in a free-enterprise society, there 
could,be no gainsaying the prime obliga- 


tion of every enterprise to operate- 


profitably, not only by reason of the 
legal obligations of managers toward 
the owners of their business, but also 
because of the essentiality of profit to 
enable a business to survive and flourish 
“for the social good. They also recog- 
nized that society today imposes other 
responsibilities on the business enter- 
prise, in regard to such matters as the 


hiring, promotion, retention, and dis- 


charge of employees; plant closing and 
removal; and automation. Such re- 
sponsibilities run not only to workers 
but also to government, the communi- 
ties in which a business operates, and 
‘the public at large. Since the meeting 
of social responsibilities like these could 
affect the profit-making capacity of an 
enterprise, the Council saw that business 
managers might often face perplexing 
problems in endeavoring to balance their 
various obligations. It was obvious 
that the Council could not propose 
- formulas for the solution of all these 
problems in all companies. But what 
the Council could and did do was to 
affirm beyond the possibility of any fu- 
ture dispute the reality of such responsi- 
bilities and the duty of every business- 
man to face up to them in every busi- 
ness action. The Council’s ringing 
assertion on this score is found in its 
closing declaration that “our free enter- 
prise system and our individual business 
enterprises can thrive and grow only to 
the. extent that they contribute to the 
welfare of our country and its people.” 

Toward the close of its morning ses- 
sion, when the Council had about com- 
pleted work on its Statement, President 
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Kennedy appeared and, for a long 
period, sat with the members. It was 
apparent that the President had already- 
read the draft Statement, for he had 
many questions to ask. Although he 
was plainly gratified by the Council’s 
Statement and Questions, the President 
went on to express a challenging sum- 
mons to the Council members to carry 
forward their work. The President said: 


I have: reviewed with Secretary Hodges 
the report and progress you have made in 
the development of a program to stimu- 
late and assist business leaders and trade 
association groups in attaining high ethical 
standards, and I am delighted. 

But your statement of principles can 
only be a beginning. In the last analysis, 
high ethical standards can be achieved only 
through voluntary effort. The principles 
you have outlined will establish guideposts, 
give direction and help whole industries and 
companies to initiate codes and standards. - 

I am confident that American business 
will respond, but in addition to- helping 
businessmen, your work should assist the 
general public to achieve a broader under- 
standing of these problems—for ethics is 
a matter of concern to us all. 

The free world watches us closely for 
leadership in this: field, the uncommitted 
nations seek examples of the free enter- ` 
prise system in operation, and the Com- 
munist nations are looking for vulnerable 
points of attack. I know that you will 
bear all this in mind. 

It is good to know that this group of 
distinguished business leaders, educators, 
and clergymen has undertaken this im- 
portant task.’ I am looking forward to 
seeing continued reports of progress by 
this Council. 


The President’s call for “reports of 
progress” imbued the Council members 
with a renewed sense of commitment to 
their important objective. 

The Council thereupon proceeded to 
issue its Statement, a document which 
has recently been characterized by Mr. 
Clarence B. Randall as “a report which 
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poses very searching inquiries, indeed, 
to the industrial community.” ° 

In summary, the Council’s Statement 
asserted that the ethical standards and 
performance of American businessmen— 
like those of the American people gen- 
erally—have steadily risen over the 
years. Recognizing a “public demand 
for proper performance and a keen 
sensitivity” to lapses, the Council ex- 
pressed the belief that the maintenance 
of public confidence in the business com- 
munity requires a continuing pursuit of 
the highest standards of ethical conduct. 
The Council pointed out that the es- 
sential relationships that large and small 
enterprises have with stockholders and 
` other owners, employees, customers, sup- 
pliers, government, -and the public at 
large create “many difficult and complex 
ethical problems” which are not always 
susceptible to a simple right and wrong 
test. Decisions “frequently must be 
made in highly complex and. ever-chang- 
ing circumstances.” Compliance with 
law can provide only a minimum stand- 
‘ard of conduct, beyond which “the 
policies and actions of businessmen 
must be based upon a regard for the 
proper claims of all affected groups.” 

According to the Council, all those 
who influence the business environ- 
ment have a weighty responsibility to 
help business achieve high ethical goals, 
but “primary moral duty to establish 
high ethical standards and adequate 
procedures for their enforcement in each 
enterprise must rest with its policy-mak- 
ing body—its board of directors and its 
top management.” 

In urging all business entefprises, 
groups and associations to accept re- 
sponsibility to develop techniques and 
programs for encouraging and sustain- 
ing efforts to attain high ethical stand- 

3.“For a New Code of Business Ethics,” 


The New York Times Magazine, April 8, 
1962, p. 24. 
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ards, the Council recognized that the 
best of insight and understanding is 
required. The Council asked the busi- 
ness community to undertake courage- 
ous self-examination and consideration 


_of the many questions of ethical re- 


sponsibility that beset the business com- 


` munity today. 


The Council’s list of questions for 
businessmen took up a number of cur- 
rent ethical problems. The first group 
of questions, headed: General Under- 
standing, suggested that businessmen 
formulate codes for. their own businesses 
which their officers and employees could 
understand and would follow. The next 
four groups pertained to compliance 
with law, conflicts of interest, entertain- 
ment and gifts, and obligations to cus- 
tomers and suppliers. The last group, 
entitled Social Responsibilities, was de- 
signed to provoke thought about an 
enterprise’s relations with past, present, 
and prospective employees, as well as 
with the communities in which a com- ` 
pany operates and the public at large. 

„In accord with the President’s sum- 
mons, the Council also announced at 
the White House meeting that it had 
further work to perform. This was de- 
fined as a long-range implementation 
program to help the business community 
accelerate the improvement of ethical ` 
performance. It was explained that 
this program would involve working 
with key. businessmen and association 
leaders in industry to encourage adop- 
tion, updating, and activation of com- 
pany and industry codes. In addition, 


_schools of business administration and 


the major religious groups would be 
asked to increase awareness and study 
of problems of business ethics by busi- 
hessmen, students, and the public at 
large. The proposal for studies in 
depth, to be conducted by foundations 
and universities, was also announced. 
The Council’s chairman, Mr. William 
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C. Decker, explained to the press that 
the Council had deliberately chosen 
not to attempt to write a code of ethics 
for the whole business community. Any 
such over-all code, he observed, would 
have to be so generalized as to be 


platitudinous. Expounding the view of 


the Council, Mr. Decker went on to say: 


To be meaningful a code of ethics must 
be written for an individual enterprise or 
particular industry. If the Council’s state- 
ment and questions are to be translated 
into action, a code for a business or an 
industry must first be hammered out in 
soul-searching discussions in which com- 
pany policymakers and managers partici- 
pate. It must deal concretely with prob- 


lems a company faces in its day-to-day | 


dealings with all related social and eco- 
nomic groups. It must be explained to, 
and be understood by all affected personnel. 
Strong leadership from the top is required 
- for acceptance throughout the organization. 
. Lastly, there must be adequate internal 
devices for checking compliance. 


Concluding the meeting, Secretary 
Hodges reiterated his view of the volun- 
tary nature of the Council’s program 
and the very limited role of the govern- 
ment in this effort. It was his intention, 

‘the Secretary declared, that the Com- 
merce Department should only: 


. seek to help the American business 
community to develop techniques and pro- 
grams to help itself. We look upon the 
Council’s Statement. and Questions as start- 
ing points from which businessmen will be 
moved to initiate programs of ethical in- 
quiry in their own companies. Each one 
must do this for himself—and in his 
own best way. This is, after all, the only 
method of real achievement in a demo- 
cratic society. 


THE IMPLEMENTATION PROGRAM 


Since its January 16 meeting, the 
Business Ethics Advisory Council has 
been finding an eager, mounting re- 
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sponse to its Call for Action from busi- 
nessmen, association executives, educa- 
tors, and religious leaders. Without 
further urging from the Council, many 
companies and associations are report- 
ing that they are reviewing and revising 
existing codes and formulating new ones 
to conform to the Council’s recom- 
mendations. The American Manage- 


ment Association has announced its 


willingness to make available to. every 
company and association that desires 
to formulate an ethical code its long ex- 
perience in the study of business ethics 
and its large library of codes and stand- 
ards. Business leaders in a western 
city have formed a local committee to 
intensify the movement for heightened 
ethical performance in their area, with 
the hope of expanding throughout the 
country. The Council’s Statement is 
being widely distributed by business 
publishers, educational institutions, and 
religious organizations. An increasing 
number of speeches are being given and 
articles written about problems of 
business ethics, 7 

In addition, Council members are 
undertaking a person-to-person cam- 
paign with business leaders of their ac- 
quaintance, to encourage them to bring 
up to date existing company codes, to 
develop management guides and codes 
where none now exist, and to exercise 
their leadership influence with other 
companies in their industries to take 
the same course. Regional meetings of 
business leaders with Council members 
are also being planned. In all these 
activities, the Council’s aim is not to 
achieve a record of numerous codes, 
superficially considered and quickly 
adopted. Instead, the Council is seek- 
ing a long-range, lasting goal of im- 
proved ethical performance that can 
only be attained through thoughtful 
self-examination and deliberate resolu- 
tion. A 

Other current activities of the Coun- 
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cil include a soon-to-be-held meeting 
of the clergymen members with other 
religious leaders. Their purpose is to 
inaugurate, on a nationwide basis, semi- 
nars, retreats, and study groups for the 
businessmen members of their congrega- 
tions. The Council’s educator members 
are planning to develop a program for 
the expanded and intensified study of 
business ethics in the collegiate schools 
of business administration. 


At this writing (May 1962), the 


Council has much to do to carry out its 
` objectives. No Council member ex- 
pects that they will be fully attained, 
for, as performance improves, it is in- 
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evitable that standards will rise, ever 
calling for higher efforts of attainment. 
But the Council members are dedicated 
to their commitment. They recognize 
that they are today, and for the in- 
definite future, essaying a difficult but 
imperative mission, for our business 
society and our country. With their 
challenging Statement as a foundation 
and their implementation program as a 
guide to action, there is every reason 
for confidence that the members of the 
Business Ethics Advisory Council will 
ultimately make an important and far- 
reaching contribution to our Nation’s 
welfare. 


* 


Appendix 


A STATEMENT on Business ETHICS 
AND A CAEL FOR ACTION 


The ethical standards of American 
businessmen, like those of the American 
people, are founded upon our religious 
heritage and our traditions of social, 
political, and economic freedom. They 
impose upon each man high obligations 
in his dealings with his fellowmen, and 
make all men stewards of the com- 
mon good. Immutable, well-understood 
guides to performance generally are ef- 
fective, but new ethical problems are 
created constantly by the ever-increas- 
ing complexity of society. In business, 
-as in every other activity, therefore, 
men must continually seek to identify 
new and appropriate standards. 

Over the years, American business- 
nessmen in the main have continually 
endeavored to demonstrate their re- 
sponsiveness to their ethical obligations 
in our free society. They have them- 
selves initiated and welcomed from 
others calls for the improvement of 


their ethical performance, regarding 
each as a challenge to establish and 
meet ever higher ethical goals. In 
consequence, the ethical standards that 
should guide business enterprise in this 
country have steadily risen over the 
years, and this has had a profound in- 
fluence on the performance of the busi- 
ness community. 

As the ethical standards and conduct 
of American private enterprise have im- 
proved, so also has there developed a 
public demand for proper performance 
and a keen sensitivity to lapses from 
those standards. The full realization 
by the business community of its future 
opportunities and, indeed, the mainte- 
nance of public confidence require a 
continuing pursuit of the highest stand- 
ards of ethical conduct. 

Attainment of this objective is not 
without difficulty. Business enterprises, 
large and small, have relationships in 
many directions—with stockholders and 
other owners, employees, customers, 
suppliers, government, and the public 


138 


in general. The traditional emphasis 
on freedom, competition, and progress 
in our economic system often brings the 
varying interests of these groups into 
conflict, so that many difficult and 
complex ethical problems can arise in 
any enterprise. While all relationships 
of an enterprise to these groups are 
regulated in some degree by law, com- 
pliance with law can only provide a 
minimum standard of conduct. Beyond 
legal obligations, the policies and 
actions of businessmen must be based 
upon a regard for the proper claims of 
all affected groups. ee 

Moreover, in many business situa- 
tions, the decision that must be made is 
not the simple choice between absolute 
right and absolute wrong. The de- 
cisions of business frequently must be 
made in highly complex and ever- 
changing circumstances, and at times 
involve either adhering to earlier stand- 
ards or developing new ones. Such de- 
cisions affect profoundly not only the 
-business enterprise, but our society as 
a whole. Indeed, the responsible posi- 
tion of American business—both large 
and small—obligates each participant to 
lead rather than follow. 

A weighty responsibility therefore 
rests upon all those who manage busi- 
ness enterprises, as well as upon all 
others who influence the environment in 
which business operates. In the final 
analysis, however, the primary moral 
duty to establish high ethical standards 
and adequate procedures for their en- 
forcement in each enterprise must rest 
with its policy-making body—its board 
of directors and its top management. 

We, therefore, now propose that cur- 
rent efforts be expanded and intensified 
and that new efforts now be under- 
taken by the American business com- 
munity to hasten its attainment of those 
high ethical standards that derive from 
our heritage and traditions. We urge 
all enterprises, business groups, and as- 
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sociations to accept responsibility—each 
for itself and in its own most appropri- 
ate way—to develop methods and pro- 
grams for encouraging and sustaining 
these efforts on a continuous basis. We 
believe in this goal, we accept it, and 
we encourage all to pursue its attain- 


` ment. 


SOME QUESTIONS FOR BUSINESSMEN 
The following questions are designed 


‘to facilitate the examination by Amer- 


ican businessmen of their ethical 
standards and performance. They are 
intended to illustrate the kinds of ques- 


_tions that must be identified and con- 


sidered by each business enterprise if 
it is to achieve compliance with those 
high ethical standards that derive from 
our heritage’ and traditions. Each 
reader will think of others. No single 
list can possibly encompass all of the 
demands for ethical judgments that 
must be met by men in business. 


1. General understanding: 


Do we have in our organization cur- 
rent, well-considered statements’ of: the 
ethical principles that should guide our 
officers and employees in specific situa- 
tions that arise in our business activi- 
ties, both domestic and foreign? Do 
we revise these statements periodically 
to cover new situations and changing 
laws and social patterns? - 

Have those statements been the fruit 
of discussion in which all members of 
policy-determining management have 
had an opportunity to participate? 

Have we given to our officers and ` 
employees at all levels sufficient mo- 
tivation to search out ethical factors 
in business problems and apply high , 
ethical standards in their solution? 
What have we done to eliminate 
opposing pressures? 

Have we provided officers and em- 
ployees with an easily accessible means 
of obtaining counsel on and resolution 
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of ethical problems that may rise in 
their activities? Do they use it? 

Do we know whether our officers and 
employees apply in their daily activi- 
ties the ethical standards we have pro- 
mulgated? Do we reward those who 
do so and penalize those who do not? 


2. Compliance with law: 


Having in mind the complexities and 
ever-changing patterns of modern law 
and government regulation: 

What are we doing to make sure that 
our officers and employees are informed 
about and comply with laws and regu- 
lations affecting their activities? 

Have we made clear that it is our 
policy to obey even those laws which 
we may think unwise and seek to have 
changed? 

Do we have adequate internal checks 
on our compliance with law? 

Have we established a simple and 
readily available procedure for our 
officers and employees to seek legal 
guidance in their activities? Do they 
use it? 


3. Conflicts of interest: 


Do we have a current, well-considered 
statement of policy regarding potential 
conflict of interest problems of our di- 
rectors, officers, and employees? If so, 
does it cover conflicts which may arise 
in connection with such activities as: 
‘transactions with or involving our com- 
pany; acquiring interests in or per- 
forming services for our customers, dis- 
tributors, suppliers, and competitors; 
buying and selling our company’s 
securities; or the personal undertaking 
of what might be called company 
opportunities? 

What mechanism do we have for en- 
abling our directors, officers, and em- 
ployees to make ethical judgments 
when conflicts of interest do arise? 


Do we require regular reports, or do. 


we leave it to our directors, officers, 
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and employees to disclose such activi- 
ties voluntarily? 


4. Entertainment, gifts, and expenses: 


Have we defined our company policy 
on accepting and making expenditures 
for gifts and entertainment? Are the 
criteria as to occasion and amount 
clearly stated or are they left merely 
to the judgment of the officer or em- 
ployee? 

Do we disseminate information about 
our company policy to the organiza- 
tions with which we deal? 

Do we require adequate reports of 


‘both the giving and receiving of gifts 


and entertainment; are they supported 
in sufficient detail;-are they subject to 
review by appropriate authority; and 


-could the payment or receipt be justi- 


fied to our stockholders, the govern- 
ment, and the public? 


5. Customers and suppliers: 


Have we taken appropriate steps to 
keep our advertising and sales repre- 
sentations truthful and fair? Are these 
steps effective? 

How often do we review our, adver- 
tising, literature, labels, and packaging? 
Do they give our customers a fair 
understanding of the true quality, 
quantity, price, and function of our 
products? Does our service as well as 
our product measure up to our basic 
obligations and our representations? 

Do we fairly make good on flaws and 
defects? Is this a matter of stated pol- 
icy? Do we know that our employees, 
distributors, dealers, and agents follow 
it? 

Do we avoid favoritism and dis- 
crimination and otherwise treat our 
customers and suppliers fairly and 
equitably in all our dealings with them? 


6. Social responsibilities : 


Every business enterprise has mani- 
fold responsibilities to the society of 
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which it is a part. The prime legal and 
social obligation of the managers of a 
- business is to operate it for the long- 
term profit of its owners. Concurrent 
social responsibilities pertain to a com- 
pany’s treatment of its past, present, 
and prospective employees and to its 
various, relationships with customers, 
suppliers, government, the community, 
and the public at large. These re- 
sponsibilities may often be, or appear 
_ to be, in conflict, and at times a man- 


agement’s recognition of its broad re- 


sponsibilities may affect the amount of 
an entetprise’s immediate profits and 
the means of attaining them. 

The problems that businessmen must 
solve in this area are often exceedingly 
perplexing. One may begin his reflec- 
tions on this subject by asking— 

Have we reviewed our company poli- 
cies in the light of our responsibilities 
to society? Are our employees aware 
of the interaction between our business 
policies and our: social responsibilities? 

Do we have a clearly understood 
concept of our obligation to assess 
our responsibilities to stockholders, 
employees, customers, suppliers, our 
community, and the public? 

Do we recognize and impress upon 
all our officers and employees the fact 
that our free-enterprise system and 
our individual business enterprises can 
thrive and grow only to the extent that 
they contribute to the welfare of our 
country and its people? 
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GEORGE Mopersxr. A Theory of Foreign 
Policy. (Princeton Studies in World 
Politics, No. 2.) Pp. xi,°152. New 
York: Frederick A. Praeger, 1962. 
$5.00. ` ; 
Foreign policy may be examined as a 

portion of each nation’s history. It may 

be viewed in terms of the political process. 

It may be looked upon as the cause and 

consequence of contemporary international 

problems. This volume presents an origi- 
nal effort in applying systematic analysis 
to the processes of policy formation. This 
is not a history of foreign policy, far from 
it indeed. It will not give those who must 
wrestle with the inexorable daily flood of 
telegrams and intelligence reports ready- 
made answers to the tortured questions of 
today’s or tomorrow’s problems. in foreign 
relations. This is a work of scholarship 
which seeks to explore through “formal 
deductive logic and the elaboration of 
analytical categories” the possiblities of 
infusing concept and method into the 
analysis of the foreign policy process. It 
is in the author’s words, “a logical-theo- 
retical analysis of foreign policy.” It is 


complementary to the writings of such’ 


scholars as Morton Kaplan and Thomas 
Schelling in the search for theories of 
international relations. 
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Mr. Modelski, who is now associated 
with the Australian National University at 
Canberra focuses his discussion on four 
topical themes: theory of foreign pol- 
icy, power, aims, and dynamics. His 
visualization of the role of policy-makers 
is that of the occupants of the key posi- 
tions in each society, where the stream of 
actions flowing in from the surrounding 
world and directed toward the policy- 
maker—which he aptly terms the “inputs” 
—are transformed into “outputs” on be- 
half of his own country, where each set 
of actions seeks to modify behavior and 
bring about some desired end. In this 
process the policy-maker must acquire 
pertinent. information, formulate and de- 
fine interests, procure the necessary ele- 
ments of power, clarify his objectives, and 
allocate the available power resources for 
the attainment of desired ends. By uti- 
lizing systematic methods of analysis and 


. computation of power inputs and outputs, 


of the demands upon policy-makers, and 
of changes in the community of nations, 
taken over a period of time, the author 
believes that it may be possible to. draw 
up and assess a “balance sheet” of foreign 
policy. To the extent that this can be 
achieved, it could possibly contribute to a 
more precise evaluation of a nation’s posi- 
tion and motion in the foreign policy arena. 
This is a constructive thought-compelling 
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addition to the literature on decision- 
making in foreign affairs. 
NORMAN J. PADELFORD 
Professor of Political Science 
Massachusetts Institute of Technology 


EDWARD TELLER, with ALLEN Brown. The 
Legacy of Hiroshima. Pp. ix, 323. 
-Garden‘ City, N. Y.: Doubleday, 1962. 
$4.95; 5 


These għosted political memoirs are as 
damning, to those prepared to believe the 
worst of Dr. Teller, as those of Richard 
Nixon. Dr. Teller glosses over the events 
which resulted in Dr. Robert Oppen- 
heimer’s branding as a security risk for 
his lack of enthusiasm for the H-bomb 
project, but displays the same intolerance 
in this plea for continued nuclear testing, 
a massive shelter program, and “limited 
nuclear warfare.” 

“There are a few points which are 
obvidus, but which are rejected by the 


majority of our people. In a dangerous’ 


world we cannot have peace unless we are 
strong. We cannot be strong unléss we 
are fully prepared to exploit the biggest 
modern power, nuclear explosives. Nuclear 
weapons can be used with moderation on 
all scales of serious conflict... . The valid- 
ity of these statements should be evident, 
... [but] the speeches of politicians and 
scientists have convinced me .. . that none 
of them are fully accepted.” ` 
The reason is not treason or lack of 
enthusiasm, but psychological “inertia” in- 


duced by the “awe, guilt, fear, and anxiety” - 


which are The Legacy of Hiroshima. A 
historian can only comment that the truly 
great soldier or statesman has always faced 
the ultimate issues of war and peace with 
this agonizing sense of the moral issues of 
command. Dr. Teller may be right. We 
may not. “win” unless we use nuclear 
weapons, and limited riuclear war may not 
“escalate.” But one can also agree with 
the self-evident proposition advanced by 
a great soldier, Charles de Gaulle, on May 
15, 1962, that “the atomic fact... [is] 
the fundamental reason for the kind of 
doubt . . . shown by the present-day gen- 
erations . . . [for] doctrines [such as Dr. 
Teller’s] which not long ago aroused faith 
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and ardor. Many do not believe these 
ideologies should be trusted since, in one 
instant, all can be annihilated utterly, and 
since, in the conditions which result from 
that situation, the great world problems . 
cannot be purposefully solved.” 

Dr. Teller applies his program to two 
fictional wars. We lose the first and win 
the second against nearly half a million 
Russian invaders by using “light-weight 
nuclear weapons . . . against strictly mili- 
tary targets.” The free elections which 
are held by the survivors—how many is 
curiously unclear—of the Crostic Union 
return “an overwhelming majority” for the 
“Loyalist officials.” De Gaulle is more 
cryptic about the future. He recommends 
“common sense” and “modesty.” Dr. 
Teller cannot be charged with the latter. 
Whether his belief that “We cannot and 
must not try to limit the use of weapons” 
is in accord with “common sense” is the 
chief issue of his book. 

THEODORE ROPP 

Professor of History 

Duke University 


Orro Hemsrunn. Partisan Warfare. 
Pp, 199. New York: Frederick A. 
-Praeger, 1962. $5.95. 


This is the only book written by Dr. 
Otto Heilbrunn which I have read with 
disappointment. Judging by the titles of 
the chapters—for example, “The Birth of 
a Partisan Movement,” “The Chances of 
Survival,” “The Chances of Success— 
Strategic Aspects,” “The Chances of Suc- 
cess—Operational Aspects,” “Guerrilla and 
Anti-Guerrilla Tactics,” and “Guerrilla and 
Anti-Guerrilla Techniques’—it would ap- 
pear that the author intended to write 
a comprehensive study of guerrilla and 
antiguerrilla warfare. Although it is am- 
bitious in scope, the book is lacking in 
originality and depth. 

The most worth-while contribution of 
the book is the author’s translation (pp. 
78-98) of excerpts from a Vietminh manual 
on guerrilla warfare, a relatively unknown 
but valuable source. Generally, however, 
in assembling empirical data bearing on 
guerrilla and antiguerrilla activities, the 
sources appear to have been selected hap- 
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hazardly, and neither the content nor the 
Bibliography distinguishes between their 
primary and secondary character. More- 
over, some omissions of available data are 
unexplainable—for example, the excellent 
studies bearing on the subject produced by 
the Operations Research Office of Johns 
Hopkins University. 

The writer is-at his best when dealing 
with German sources; however, his general 
suggestions as to how to fight guerrilla and 
antiguerrilla warfare are superficial and 
pedestrian. ‘The findings “that anti-guer- 
rillas must avoid being encircled” (p. 66) 
or that “it would be of great advantage 
to the anti-guerrillas if they in their turn 
could fight their opponent to a standstill 
and into passivity” (p. 66) cannot claim 
to be fresh insights or substantive additions 
to our previous body of knowledge. Con- 
sequently, to a student of special warfare, 
particularly one interested in unconven- 
tional warfare, this book brings very little 
that is new. 

The book’s weakest points are the at- 
tempts at making cross-cultural generaliza- 
tions interpreting the organizational be- 
` havior of guerrilla and antiguerrilla forces 
and the too abundant use of historical data 
which impairs its clarity. It appears to 


even a sympathetic reader that the author 


attempted to do too much and did not 
consider to what degree the scope of his 
study would affect the quality of his 
conclusions. Partisan Warfare definitely 
does not live up to the standard of Dr. 
Heilbrunn’s previous work dealing with 
Communist guerrilla warfare. 
J. K. ZAWODNY 
Associate Professor of 
Political Science 
University of Pennsylvania 


Errcu Fromm. May Man Prevail?: An 
Inquiry into the Facts and Fictions of 
Foreign Policy. Pp. xi, 252. Garden 
‘City, N. Y.: Doubleday, 1961. $4.50 
clothbound; 95 cents paper-bound. 


The world of July 1914 with the hydro- 
gen bomb added is essentially what Erich 
Fromm sees as our situation from moment 
to moment in the 1960’s. Fromm sees the 
Cold War as a 1914-style confrontation of 
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two great conservative blocs, neither bent 
on world domination, but each attempting 
to consolidate its power. He does not see 
the Soviet Union as socialist, revolutionary, 
and messianic, but as Victorian, bureau- 
cratic, and cautious. Still, “Victorians” in 
England and Germany, Austria and France 
went to war in 1914 when their fears over- 
come their caution; by analyzing our pres- 
ent predicament, Fromm hopes to prevent 
a recurrence of unintended imperial war. 

The foundation of Fromm’s analysis and 
the clearest connection between this book 
and his previous work is'his examination 
of Soviet social psychology. He ex- 
amines the fall from revolutionary fervor 
to bureaucratic boredom and the Soviet 


attempt to manage and direct the general 


social boredom through the manipulation of 
a quasi-revolutionary ideology. It is the 
perfunctory mouthings of this ideology, he 
argues, that have led Americans to believe 
mistakenly that the Soviets are serious 
about world revolution. 

This mistaken American fear has had a 
crucial result: it has stimulated us to 
sponsor a rebirth of German military 
power, which in its turn induces deep fear 
and anger in the Soviets. Fromm feels that 
this policy can only strengthen those 
elements in the Soviet government. that - 
despair of peace with the West. In other 
words, German rearmament on one Soviet 
flank can only throw Russia into the 
embrace of a belligerent China on her 
other flank. Fromm therefore urges that 
peace be brought nearer by “settling” the 
crucial problem—-Germany. This he would 
do by recognizing and legitimizing the 
World War II truce ‘lines in Central 
Europe and by preventing further German . 
rearmament. Fromm argues further that 
even such a detente would leave the pos- 
sibility of a war irrationally initiated under 
the pressure of the threat of nuclear death 
that exists as long as- the “balance of ter- 
ror” continues. Therefore he calls for 
disarmament. And, finally, he suggests 
that the West should sponsor democratic 
socialists in the underdeveloped countries 
of the world so that they may achieve 
their industrialization in freedom. 

In response to this last challenge, Fromm 
hopes, there will come a new access of 
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humanism to the West. Unfortunately, 
he does not make clear the philosophical 
and psychological foundations of this hope. 
But if his argument is analyzed, he seems 
to be proposing on the social level an 
analogy to the psychoanalytic paradox of 
hope: that by recognizing the seeds of 
death within us, we can turn again to life. 
Fromm seems to be saying that if Amer- 
icans and Soviets recognize in themselves 
and in each other the Victorian mood of 
fear, doubt, and ‘boredom, if each can 
accept that mood in the other long enough 
to achieve a detente and disarmament of 
fearful empires—then, and only then, can 
either break that mood and regain the 
elan, the courage, that once made both 
Russians and Americans adventurers. 

Fromm’s failure to explore the moods 
of America, emerging Europe, or the under- 
developed world as carefully as that of 
the Soviet Union prevents May Man 
Prevail? from being as profound an ex- 
amination of the confrontation of nuclear- 
armed societies as it could have been. 
But Fromm’s marshaling of evidence con- 
cerning the caution and conservatism of 
the Soviet Union has made available to 
the political public what only scholars had 
previously considered: the idea of a basic 
reorientation in American policy toward 
the Soviet Union. 

ARTHUR J. Waskow 

Senior Staff 

Peace Research Institute 

Washington, D. C. 


Francis O..Witcox and H. Fiero Havr- 
LAND, Jr. (Eds.). The United States and 
the United Nations. Pp. x, 188. Balti- 
more: Johns Hopkins Press, 1961. $4.50, 


This book resulted from a conference 
held at the Brookings Institution in May 
1961, when a group of experts met with 
Harlan Cleveland, assistant secretary of 
state for international organization affairs, 
for an exchange of -views regarding the 
policy of the United States toward the 
United Nations. Two of the participants 
in the conference edited the present vol- 
ume—Francis O. Wilcox, dean of the School 
of Advanced International Studies, The 
Johns Hopkins University, and H. Field 
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Haviland, Jr., director of Foreign Policy 
Studies for The Brookings Institution. 
About forty experts were present for the 
discussions. 

This volume consists of seven papers. 
Joseph E. Johnson, president of the Car- 
negie Endowment for International Peace, 
explains efforts in “Helping to Build New 
States”—the priorities of new states, uni- 
fication, modernization, and integration in 
world community. Paul G. Hoffman, man- 
aging director of the United Nations 
Special Fund, lists “The Six Imperatives of 
Economic and Social Progress” and sets 
forth his views on efforts of the United 
Nations to aid peoples in their fight against 
poverty, illiteracy, chronic ill health, and 


` early death. His six imperatives include 


the use of brains and resources of all 
countries, more use of the fourteen special- 
ized agencies, less paternalism, maximum 
efforts of recipients of United Nations aid, 
and looking to the United Nations as a 
preferred instrument to effect “peaceful 
change.” Lincoln P. Bloomfield, director 
of the United Nations Project, Massachu- 
setts Institute of Technology Center -for 
International Studies, addresses himself to 
“The New Diplomacy in the United Na- 
tions.” Among the problems stressed, he 
notes the increasing influence of the Afro- 
Asian states and the campaign by the 
Soviet bloc “to reform the United Na- 
tions in the Communist image.” He would 
have the United States watch carefully 
“the new operational potentialities” where 
our “security interests are deeply in- 
involved.” A former Deputy United States 
Representative to the United Nations, 
Ernest A. Gross, traces the “Shifting In- 
stitutional Pattern of the United Nations.” 
He notes a decline in the activities of the 
Security Council and an increasing role for 


-the General Assembly. Mindful of the 


dual role of the Secretary-General in 
negotiation and executive acts he expresses 
the hope that the Secretariat will be 
“relatively unified, efficient, and decisive.” 
“The Containment and Resolution of Dis- 
putes” is the topic of the paper presented 
by Inis L. Claude, Jr., professor of political 
science at the University of Michigan. He 
stresses the role of the United Nations in 
peaceful settlement and gives attention to 


146 


the “containment” of. some disputes even 
though they are. not settled. “Preventive 
diplomacy” may be useful in meeting 
troublesome situations before they ripen 
into more difficult disputes. The Secretary- 
General and the United Nations have been 
most useful in limiting the scope and 
intensity of the Cold War. 

There is a realistic and encouraging dis- 
cussion by Harlan Cleveland of “The 
Capacities of the United Nations.” He is 
pleased by the recent emphasis upon in- 
ternational law and explains such “capaci- 
ties” of the United Nations as the values 
of “mutual involvement,” especially in 
cases where bilateral action would be im- 
possible. The ethical values of mutual 
involvement have aided in developing the 
“capacity to act” by the United Nations— 
. as in the Congo and the Gaza Strip. The 


“capacity to befriend” is a notable asset of: 


the United Nations and the “capacity to 
create” may in the long run be the most 
important potential of this organization. 
Tt is essential to recall that the United 
Nations is an instrument of foreign policy 
for other members as well as for the United 
States. Thus, parliamentary diplomacy 
must be respected by all. 

In the final paper on “United “States 
Policy in the United Nations,” Mr. Wilcox 
selects key problems of the United Nations 
and offers some suggestions for conserving 
the organization and strengthening it for 
the future. Thus, he would resist Soviet 
proposals for changing the status of the 
Secretary-General, keep a watchful eye on 
extreme proposals made by the Soviets so 
as to obtain “compromises,”. identify “im- 
perialism” of Communist states, seek unity 
amongst the “free countries,” review the 
role of the General Assembly, strengthen 
the United States delegations to the Gen- 
eral Assembly, and use care in regard to 
colonial questions even where our North 
Atlantic Treaty Organization allies are 
involved. 

The reviewer feels impelled to point out 
that each of these papers is packed full 
of useful informative and interpretative 
material. ` In a very brief review it is 
only possible to indicate something of the 
rich contents. This volume should be 
studied at close range by all students of 


` are 
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United States foreign policy and of the 


. United Nations. 


J. EUGENE HARLEY 
Emeritus Professor of 
Political Science 
University of Southern California 


Sır CHARLES WEBSTER. The Art and 
Practice of Diplomacy. Pp. viii, 245. 
New York: Barnes and Noble, 1962. 
$6.00. 

Here are a dozen lectures and articles 
by the late Sir Charles Webster. Most 
“out of date” in a sense, yet it is 
peculiarly interesting and worth-while to 
resurvey these thoughts in the light of 
subsequent developments, and to judge an 
eminent historian accordingly. 

An American reader will find the first 
half of the book most helpful. The chap- 
ters on the art and practice of diplomacy 
and the. principles and. machinery of 
British foreign policy in the nineteenth and 
twentieth centuries are’ valuable chiefly as 
a backdrop for contemporary diplomatic 
problems. It is arresting to read that, 
in diplomacy, “only conduct of the highest . 
moral character is allowable” (p. 2) when 
some wonder if morality is not passé,.at 
least in relations with dictators, or that, 
“our ambassadors . . . had been brought 
up to deal with gentlemen, a class no. 
longer in control in most countries” (p. 
48) when a study of American foreign 
service personnel is in progress, or that 
“on some occasions the instinct of the mass 
has been wiser than the sophisticated 
calculations of the officials” (p. 54) when 
we wonder whether a democracy can suc- 
cessfully conduct foreign relations. It is 
curious to read of the 1830’s when the 
number of British attachés was unknown; 
they took home leave whenever they 
wished, and sometimes. acted without au- 
thorization. Three chapters on the nine- 
teenth-century Council of Europe, the 
Charter of the United Nations, and sanc- 
tions are most significant, respectively, in 
view of modern “summitry,” recent de- 
velopments in the United Nations, and the 
use of international’ military forces in 


‘Korea, Suez, and the Congo. 


The last half of the book—dealing with 
the founder of the Jewish National Home, 
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changes in British historical teaching, 
aspects of Palmerston’s diplomacy, and the 
accession of Queen Victoria—may be help- 
ful to specialists but will attract less wide 
interest. 

This volume reveals the results of true 
scholarship, the documentation being very 
thorough in the sections on British diplo- 
matic history. It contains some gems of 
real wisdom, acquired in a lifetime of 
close study: “It is often the tragedy of 
the diplomat to be most thwarted by those 
who wish him to succeed” (p. 6). This 
is not a major volume on which Sir 
Charles’ reputation will rest; its worth is 
mostly for those seeking to understand 
the background of and the contrasts be- 
tween past and present diplomacy. It 


- underscores again the value of the maxim, 


plus ça change... . 
Donatp G. BISHOP 
Syracuse University 


Hans Sperer. Divided Berlin: The An- 
atomy of Soviet Political Blackmail. 
Pp. 201. New York: Frederick A. 
Praeger, 1961. $4.95. 


This study of Berlin by the chairman of 
the Research Council of the Rand Corpora- 
tion marks the publication of more than 


fifty Rand monographs under various aus- ` 


pices since 1950. It reminds scholars in 
the various areas of the substantial debt 
owed to the Rand staff and highlights their 
liberal policy of making available to non- 
official persons as far as possible the re- 
- sults of the extensive research program. 
The present volume is primarily a 
chronology of the events relating to Berlin 
during the period from late 1958 to mid- 
1961, It presents, in a well-organized and 
convenient form, the many developments 
and events in this complex issue between 
the Soviet Union and the West. It was 
originally presented as a lecture at the 
Princeton University Conference on “Ger- 
many: Problems and Prospects” in 1960 
and was later expanded and revised to in- 
clude the events through mid-1961. A 
postscript chapter. brings it down to late 
August of 1961. Brief chapters deal with 
a separate peace treaty, the Foreign Min- 
isters’ Conference at Geneva in 1959, the 


‘quoted actually apply to 
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meeting between Khrushchev and Eisen- 
hower at Camp David, the U-2 incident, 
and the Vienna meeting of heads of govern- 
ments. A succinct first chapter summarizes 
the setting, and: a penultimate chapter 
somewhat longer than the others records 
general conclusions. 

Those searching for a highly detailed 
treatment of the Berlin problem going back 
to 1945 will perhaps be disappointed in 
this book, since it makes no pretense of 
being a voluminous work of reference. The 
introductory chapter does offer some back- 
ground material, but in general it is as- 
sumed that readers are familiar with the 
basic facts and developments down to 
late 1958. An earlier Rand study, pub- 
lished under the title, The Berlin Blockade: 
A Study in Cold War Politics, may well 
be. consulted as a supplement for an 
analysis of an earlier phase. The present 
monograph, as noted above, is perhaps 
mainly useful as a chronology of recent 
developments, but the comments of Dr. 
Speier interpreting the motives of the 
Russians in the various moves will be of 
great interest to many readers. 

i HAROLD ZINK 

Professor of Political Science 

Ohio State University 


Witson P. Dizarp. The Strategy of 
Truth: The Story of the U. S. Informa- 
tion Service. Pp. viii, 213. Washington, 
D. C.: Public Affairs Press, 1961. $4.50. 


This is a straightforward account of the 
history and current operations of the 
propaganda arm of the United States 
government. The author is a journalist 
who joined the United States Information 
Service (USIS) in 1950 and saw it through 
the uneven years when budgets were alter- 
nately inadequate or overgenerous and 
congressmen alternately suspected subver- 
sion or expected miracles. The message 
of the book is that the agency has survived, 
matured, professionalized, and bureaucra- 
tized. Its programing has altered in recent 
years from a “strident, high-pitched” 
political debate with the Russians to a 
budget of news and “Jow-keyed,; authorita- 
tive comments and features.” The phrases 
“Voice of | 
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America” programs to eastern Europe, 
but the shift in emphasis is typical 
of a world-wide reorientation of policy. 

Some typical items gleaned from the 
book are (1) approximately half the people 
in the world don’t know anything about 
the United States; (2) the agency aims 
less at the mass public than at native 
opinion-makers; (3) important among 
opinion-makers in Southeast Asia are 
astrologers, and USIS aims at them, too; 
(4) personnel sent on overseas assignments, 
and their wives, get psychiatric examina- 
tions first; (5) the Red Chinese jam any- 
thing we broadcast, and the Russians used 
to, and still have the equipment, but have 
not used it since 1959 except during the 
U-2-summit conference days; (6) short- 
wave listening declines wherever television 
comes in, but is due for a net world-wide 
increase as more Africans and Asians get 
radios; (7) Japanese televiewers like 
“Father Knows Best” but not “Dragnet”; 
(8) Russia spends five times as much as 
we do on propaganda; (9) the most 
popular book translated under agency 
auspices is a popularized history of Amer- 
ican economic development by Fred- 
erick Lewis Allen, Tke Big Change; (10) 
a, Paris patron of our library reported 
` he could not return the copy of Dr. Spock 
he had checked out—the baby had eaten 
part of it; and (11) films of the Hungarian 
revolt in 1956 were reproduced in twenty- 
four languages in New York and sent to 
outposts, where they were being shown be- 
fore the revolt ended. 

This sort of information—unfortunately 
not footnoted—is woven into a readable 
account of the agency’s day-to-day opera- 
tions. Its shortcoming is admitted: the 
author is -emotionally and professionally 
identified with the USIS, better able to 
describe than evaluate. Nothing he says 
could be used against the agency in budget 
hearings. Also he identifies with the 
journalist’s, not the social scientist’s ap- 
-proach to information policy. Neverthe- 
less, the book is informative and is recom- 
mended particularly for reading lists in 
public opinion and foreign policy courses. 

WILLIAM BUCHANAN 

Professor of Political Science 

University of Tennessee 
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Ricwarp B. Lizticu. International Claims: 
Their Adjudication by National Com- 
missions, Pp, xiv, 140. Syracuse, N. Y.: 
Syracuse University Press, 1962. $5.00. 
Because they fall somewhere between the 

normal concerns of municipal and inter- 

national lawyers, national claims commis- 
sions have in the past received little atten- 
tion. This slim volume fills the gap by 
showing how the United States uses the 
commissions; by defining their purposes, 
legal status, and standards; by identifying 
their claimants and the sources of their 
funds; and by describing their organization. 

Mr. Lillich has interviewed commis- 
sioners and has drawn not only on pub- 
lished sources, but also on manuscript 
materials in the National Archives. He 
documents his work thoroughly and calls 
attention to a wealth of source material in 
the unprinted decisions of many com- 
missions. He suggests, moreover, that the 
United States Foreign. Claims Settlement 
Commission, a body meant to be perma- 
nent and whose decisions should therefore 
carry great weight as precedents, “could do 
much more to make well-reasoned decisions 
available to the general public.” 

Mr. Lillich indicates that the daims 
work of the customary international mixed 
commissions is now largely in the hands of 
municipal agencies “stamped with the 
features of internationality.” These na- 
tional commissions have simplified pro- 
cedures and removed claims from the 
diplomatic realm; claimants need no longer 
contend, for instance, with arbitrary `na- 
tional policies which might make it in- 
expedient to pursue their claims. 

The national agencies are not, of course, 
perfect. Like their international counter- 
parts, the national commissioners are not 
always the men best qualified for their 
jobs, and they sometimes find it difficult 
to obtain evidence. Unlike the inter- 
national bodies, however, the national com- 
missions, acting both as advocates and as 
judges, do not truly adjudicate claims. 
But as Mr. Lillich suggests, a “defender 
of the fund” could remedy this * defect. 
National commissions also force a govern- 
ment to negotiate lump-sum settlements 
with other states even before it can eval- 
uate outstanding claims, and the sum may 
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well be a compromise figure. But this 
deficiency, reflecting American unwilling- 
ness or inability to threaten to collect 
moneys by force from other states, is not 
a fault of the national commissions, as 
Mr. Lillich seems to imply, but rather a 
fact of contemporary international life 
that would equally handicap mixed claims 
commissions. 

Mr. Lillich fears that the commissions’ 
unilateral interpretations are likely to in- 
crease divergencies among states on inter- 
national legal questions. On the other 
hand, he holds out the prospect that these 
national bodies may serve as laboratories 
„for creating new international legal rules. 

Ricwarp N. SWIT 

Associate Professor of Government 

New York University 


EUROPEAN HISTORY 
AND GOVERNMENT 


Georce E. MyLronas. Eleusis and the 
Eleusinian Mysteries. Pp. xx, 346. 
Princeton, N. J.: Princeton University 
Press, 1961. $8.50. l 
The dominant, public forms of religion 

in ancient Greece and Rome appear to be 

uncongenial to the modern world: their 
theories seem too pragmatic, their symbol- 
isms too obvious, their details unappetiz- 
ing. When they do not seem so alien, they 
bear a disconcerting resemblance to the 
less welcome aspects of contemporary 
religion—fossilized social performances 
culminating in church suppers. It is no 
wonder that scholars writing for a wider 
public have looked instead for the exotic 
and mysterious in ancient religion where 
the very scarcity of evidence allows the 
imagination freer play. A notable example 
is the cult of the Eleusinian gods, the so- 
called Eleusinian Mysteries held in honor 
of the goddess Demeter and her daughter, 

Kore or Persephone. Here was a cult 

which drew its adherents from all of the 

Greek and, later, the Roman world, which 

was concerned with the fate of man after 

death (unlike normal Greek religion), and 
which had its climax in a dramatic, secret 
ceremony of great emotional power—all 
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this firmly supported by the state and 
flourishing for well over a thousand years. 
In the study of the cult the temptations 
have been equal to the appeal, and start- 
ing with the Church Fathers, writers have 
tried to penetrate the secrecy, to recon- 
struct the ceremonies, and to recover their 
meaning. 

Professor Mylonas, who has excavated 
at the site of Eleusis, near Athens, for 
many years, has performed a great service 
by presenting in a readable and accurate 
form most of what is known about the 
cult and its history, shorn of highly col- 
ored speculation—but not without poetic 
color—and valuable for layman and spe- 
cialist alike. What is sure about the cult 
comes largely from archaeology, artistic 
representations relevant to the cult, and 
the physical remains of the sanctuary— 
now frankly unimpressive, but capable of 
yielding revealing details under Mylonas’ 
expert analysis. He traces the cult at this 
site from its origin in the late Bronze age 
—the fifteenth century B.c.—through its 
flourishing in the centuries of Pericles and 
Demosthenes and its revived success in 
Roman times. Mylonas perhaps puts 
greater reliance on mythological chronol- 
ogy for the early period than would most 
scholars, but his archaeological evidence 
can stand on its own. On the cult itself 
he is properly cautious. The externals 
were not secret and are relatively uncon- 
troversial, but the core of the cult has, 
not without reason, given us the word 
“mystery.” Beginning as an agricultural 
cult in an agricultural society, it seems to 
have retained the powerful repertoire of 
agricultural symbolism with its implica- 
tions of continuing life and so to have 
maintained a deep appeal even for its 
sophisticated and urbanized patrons of 
later times. The memorable story of the 
rape of Persephone by the King of the 
Underworld, the sorrow and search of 
her mother, their eventual reunion, and the 
gift of grain to mankind, as told in the 
archaic poem called the Hymn to Demeter 
—not a hymn in the ritual sense—had 
official sanction and was clearly not un- 
connected with the cult. Mylonas accepts 
some clues which suggest that there was a 
sacred drama re-enacting this story. But 
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the criterion he uses against most of the 
alleged evidence—that if something was 
truly part of. the secret rites it would not 
have been public knowledge—is particu- 
larly relevant here. Some secrets might 
have become known despite official policy. 
Here is something officially sanctioned for 
public knowledge. It can hardly have 
been the libretto for the officially secret 
performance. The story was surely sig- 
nificant for the cult, but how we cannot 
say. Some feeling of the connotations of 
the cult can be gained from comparing 
other Greek agricultural rites and by 
realizing the basic and religiously potent 
paradox—that Persephone controls the life- 
giving grain and is at the same time the 
Queen of the Dead. For the most part, 
Professor Mylonas, while presenting the 
evidence and subjecting it to searching 
criticism, declines to speculate, but he has 
provided his readers with sustaining food 
for thought. 
MICHAEL H. JAMESON 
Professor of Classical Studies 
University of Pennsylvania 


E. F. Jacos. The Oxford History of Eng- 
land, Vol. VI: The Fifteenth Century, 
1399-1485. Edited by Sir George Clark. 
Pp. xvi, 775. New York: Oxford Uni- 
versity Press, 1961. $9.00. 

This work completes the fourteen vol- 
umes of the Oxford History of England. 
Like previous authors in the series, Jacob 
has produced a book which is both a 
survey of the period and an authoritative 
work of scholarship. Yet, perhaps because 
of the fragmentary and “incomplete nature 
of recent work on the period, the main 
purpose of the book seems to be to give 
as thorough an account of the results of 
recent scholarly work as possible, even at 
the expense of a balanced interpretation 
of the period. The book is a mine of 
factual information on certain subjects—a 
Who’s Who of Church and State in the 
fifteenth century, an estate map of 
England, a detailed description of royal 
finances and fiscal practices, and an amaz- 
ingly complete calendar of political chro- 
nology—all compressed into somewhat 
cumbersome chapters. As a consequence, 
although the book will be an invaluable 
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reference work for any scholar concerned 
with the fifteenth century, no one save a 
specialist will read it through for pleasure. 

An overwhelming amount of the text is 
taken up with a detailed narrative of po- 
litical and diplomatic events, some 445 
pages out of 687, The remaining 242 
pages are devoted to specific topics: the 
Church (41), the nobility (41), economic 
developments (39), town organization 
(21), government (59), and “the peace- 
ful arts” (42). These topical analyses are 
more coherent and interesting than much 
of the narrative, but they are all too brief. 
Thirty-nine pages on economic develop- 
ments is all too little in comparison 
with, for example, the one hundred and ` 
seventeen pages on Henry IV’s reign of 
fourteen years. The stress on events 
rather than topics or trends is paralleled 
throughout by an emphasis on facts and 
an unwillingness to interpret or to give 
color or dramatic interest. Agincourt, 
Joan of Arc, Warwick, and the princes in 
the Tower pass without any quickening 
of the blood. Nor is there any serious 
attempt to portray the mentality and emo- 
tions of the fifteenth century; it is dif- 
ficult to realize that Huizinga’s Waning 
of the Middle Ages deals with the same 
period. 

Jacob’s judgment of Henry V as a 
formidable adventurer, rather than a 
statesman, and his support for the now 
common view that reform of government 
began with the Yorkists and not with the 
Tudors are interesting, as is his opinion 
that Richard III was responsible for the 
death of the princes in the Tower. But 
Jacob’s greatest contribution has been to 
provide through great labor the reference 
work for English history in the fifteenth 
century which has long been seriously 
needed. 

Gavin I. LANGMUIR 

Associate Professor of History 

Stanford University 


Joun Hine Munpy and Kennerty M. 
Woopy (Eds.). The Council of Con- 
stance: The Unification of the Church. 
Translated by Louise Ropes Loomis. 
(Records of Civilization, Sources and 
Studies, No. LXIII.) Pp. xiii, 562. 
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New York: Columbia University Press, 

1961. $10.00. 

The Council of Constance, which was 
the most brilliant and the best-attended 
gathering in Europe during the Middle 
Ages, lasted from 1414 to 1418. It was 
convened for three main purposes—to 
settle the papal schism, a state of affairs 


in which two, and then three, popes were * 


each claiming exclusive authority as the 
one true Roman Pontiff; to end the heresy 
of John Hus and his Bohemian followers; 
and to reform the deep corruption of life 
and morals which infected much of the 
Church’s officialdom. 

This book opens with a brilliant essay 
on the conciliar movement, of which the 
gathering at Constance was a prominent 
expression, and it then presents a brief 
explanation of the manner in which this 
Council was organized. Its main contents 
consist of three contemporary accounts of 
the Council’s proceedings. One is by a 
knowledgeable citizen of Constance, Ulrich 
Richental; the second and longest is the 
diary of Guillaume Fillastre, the lawyerly 
cardinal priest of St. Mark; and the third 
is the journal of Jacob Cerretano, a 
notary in the papal chancellery. These 
documents do not add much to what is 
generally known concerning the outcome 
of the Council—its ending of the papal 
schism by deposing all three existing 
claimants and electing a new pope, Mar- 
tin V; its burning of John Hus and his 
compatriot, Jerome, for heresy, an action 
which left many Bohemian Hussites still 
angry and unreconciled; and its failure to 
effect any real Church reform. But these 
eyewitness accounts supply much vivid 
detail on the status-seeking, infighting, and 
jockeying for position that went on both 
between Pope John XXIII, who called 
the Council and was then deposed by it, 
and Sigismund, King of the Romans, the 
monarch who had brought pressure to bear 
on Pope John to summon the Council, 
and among the nations—French, Italian, 
German, English, and later (after 1416) 
Spanish—which were the voting units of 
the Council. These internal dissensions 
furnish an enhanced understanding of the 
reasons for the failure of that Council to 
reform the Church, which, in the judgment 
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of many historians, made the Reformation 
Movement inevitable. 
Norman V. Hope 
Archibald Alexander Professor of 
Church History 
Princeton Theological Seminary 


Louis I. Brepvotp. The Brave New 
World of the Enlightenment. Pp. 164. 
Ann Arbor: University of Michigan 
Press, 1961. $3.95. 


This little book consists of six lectures, 
“revised and somewhat expanded,” given 
at St. Olaf College in 1958. They suffer, 
at least in this reader’s opinion, from a 
certain duality of purpose. On the one 
hand, we are led to believe that they con- 
stitute a chapter in the history of ideas— 
“The purpose of these discourses is to 
examine some of the ideas of the En- 
lightenment. . . . Some modern ideas, cur- 
rently regarded as of recent origin, were 
widely accepted two or three centuries 
ago. It may be worth while to study 
them in their historical setting” (pp. 1-2). 
On the other hand, Professor Bredvold 
tells us that he is going “to reassess” these 
same ideas and “inquire into their truth 
and their value”’—in a word, not history 
of ideas but philosophical analysis, 

These intentions, each entirely accept- 
able in itself, unfortunately come into 
conflict; and both, for their successful 
execution, require a greater objectivity 
of approach than this author shows. Pro- 
fessor Bredvold is so eager to undermine 
“scientific positivism,” which he appears 
to regard as chiefly responsible for all our 
current ills, that he is unable either to 
give us an adequate account of the origins 
in the Enlightenment of the ideas in 
question or to make a reasonable evalua- 
tion of their “truth and value.” 

The level of philosophical analysis is in 
fact elementary. Thus it is baldly as- 
serted—without supporting evidence of 
any kind—that “man is therefore inescap- 
ably under the jurisdiction of the moral 
law” (p. 145). The nearest we ever come 
to any argument in favor of natural law 
is the somewhat dubious and pragmatic 
one that disbelief in natural law is socially 
deleterious: “If the law of Nature is 
eliminated . . . there is only one alterna- 
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tive, power or might” (p. 16). But since, 
in at least one place (p. 147), the “Law 
of Nature” is identified with “the con- 
science of mankind,” Professor Bredvold’s 
ultimate appeal may be not to evidence 
but to intuition. He does not ask himself 
what to do if the conscience of one part 
of mankind conflicts with the conscience 
of another part. 

To turn now from philosophical analysis 
to Professor Bredvold’s discussion of 
Enlightenment ideas “in their historical 
setting”: the lectures on “Following 
Nature” and on “The Sentimental View 
of Nature” show the breadth of Professor 
Bredvold’s scholarship and his capacity 
for selecting relevant examples. Unfortu- 
nately, his dislike of these same ideas in 
their contemporary form constantly inter- 
feres with orderly exposition. Thus, in 
the first lecture, called “The Rejection of 
the Theory of Natural Law,” Professor 
Bredvold tells us that “by the year 1800 
the Law of Nature had come to be gen- 
erally dismissed” (p. 13). The reader not 
unnaturally now expects some account of 
these developments. But the only En- 
lightenment critic of natural law men- 
tioned is Montaigne, who is hardly an 
Enlightenment figure, of course, and the 
rest of the lecture consists of comments 
on Mr. Justice Holmes, Brooks Adams, 
Comte, and John Austin—who are not 
Enlightenment figures, either, but who 
turn up here because they appear to be 
representatives of “scientific positivism,” 
relativism, and skepticism. 

In summary: readers who are looking 
either for an account of the historical 
emergence and development of Enlighten- 
ment ideas or for a critical analysis of 
their philosophical value are likely to be 
disappointed. On the other hand, ad- 
mirers of the new conservatism will wel- 
come this book for the support it offers 
to their position. 

W. T. Jones 

Professor of Philosophy 

Pomona College 


A. C. Jemoto. Church and State in Italy 
1850-1950. Translated by David 
Moore, Philadelphia: Dufour Editions, 


1961. $6.50. 
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A. C. Jemolo, a distinguished jurist and 
historian, is an independently minded 
Catholic of secular, liberal-nationalist 
background. In his view, Church history 
is an interplay between the divine mission 
entrusted to it and the human context 
within which the Church has worked for 
twenty centuries. Thus the original and 
continuing fundamental impulse of the 
Church is not susceptible of explanation 
by analyzing historical circumstances, but 
the specific course of Church history— 
including matters like the policies of Pius 
IX and Leo XIJI—provides fit material 
for objective historical study. It is not sur- 
prising that the author often gives the im- 
pression of walking a tightrope; however, 
he does it well and avoids the natural 
temptation of a historian in his position 
—to attribute all positive aspects of the 
Italian Church to its Christian character, 
while blaming its shortcomings on his- 
torical circumstances alone. 

His opening chapters show how the rift 
between the Church and the new Italian 
state worked ultimately to the benefit of 
the papacy. lItaly’s founders were often 
religiously committed, or at least deeply 
concerned over the inner conditions of the 
Church, but their successors, the rulers of 
liberal Italy from 1876 to 1922, created 
an atmosphere of hostility, or, after 1900, 
of indifference. This allowed the Holy 
See and its lay partisans to exert organ- 
ized control over the Catholic masses of 
the peninsula. In the pontificate of 
Pius X, liberal Italy gave no help or en- 
couragement to the few Modernists who 
tried to pry Catholic Italy from the papal 
grip. Hence Italian Catholics became 
pawns, politically, in the hands of the 
papacy. Their independent initiatives 
were encouraged by Benedict XV during 
Italy’s brief period of universal-suffrage 
democracy and then virtually suppressed 
by Pius XI, who wished to deal directly 
with the new Fascist regime. Jemolo 
does not gloss over the long collaboration 
between church and regime; he explains 
the qualified pro-Fascism of most of 
Catholic Italy, with all the calculations 
of prudence and expediency that popes 
and bishops relied on and concludes that 
Catholicism in Italy gained notably during 
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the Fascist era at the price of a few 
compromises quite licit from a Catholic 
point of view, however distasteful. 
Throughout this long, complex narrative 
the author draws on a vast legal and 
literary learning, and evinces subtlety and 
penetration in describing the Italian char- 
acter—strangely doctrinaire and skeptical 
at the same time. 

The liveliest part of the book is its 
conclusion. The author describes the 
eclectic confessional republic that emerged 
after the last war, a state in which a 
Catholic mass party has managed to 
coalesce most of the forces of property 
behind it, and thus keep a near-monopoly 
of all political power for the last fourteen 
years. In the Italian Republic, this sort 
of Catholic rule has, so far, been com- 
patible with general freedom of expression 
and a broad personal liberty, although the 
state has made life hard for Protestant 
missionary activity and has fostered cleri- 
cal control of many semipublic activities. 
Jemolo, a Catholic who fears that the 
Church is becoming identified with pa- 
ternalistic social practices and confessional 
politics in many lands, feels uneasy at the 
spectacle of Catholics in power and even 
prefers that the Church undergo persecu- 
tion rather than corruption and further 
compromise with worldly interests, As he 
sees it, many Italians have little inner 
conviction, and their outward religious 
conformism comes close to being an af- 
front to an alert Catholic conscience. 

RICHARD A, WEBSTER 

Assistant Professor of History 

University of California 

Berkeley 


Kraus MEHNERT. Soviet Man and His 
World. ‘Translated from the German 
by Maurice Rosenbaum. Pp. vii, 310. 
New York: Frederick A. Praeger, 1962. 
$5.95, 


By and large, our literature on Soviet 
Russia falls into two classes: about the 
system, by experts or “sovietologists”; 
about the people, by laymen telling their 
stories of a visit—or visits—to the land 
of socialism. We seem to be strangely 
unable to deal with more than one dimen- 
sion of Soviet reality at once and, in fact, 
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often fail to convey a sense of reality at 
all. At last, here is a book trying to give 
us a tridimensional view of the Soviet 
scene, past and present. 

Klaus Mehnert was born in Moscow of 
German parents in 1906, and left Russia 
before the revolution. Educated in Rus- 
sian and German schools, he later studied 
Russian history at the University of Cali- 
fornia, received his Ph.D. from the Uni- 
versity of Berlin, and as an editor of the 
important monthly Osteuropa (Berlin) 
made, from 1929 to 1933, annual trips 
to the Soviet Union. In 1934, he left 
Germany for the United States and China, 
returned to Berlin in 1946, and has since 
revisited the Soviet Union several times. 
He traveled in Russia as widely as a 
foreigner could, and his natural familiar- 
ity with the language and customs has 
been of invaluable help. His firsthand 
observations of both the system and the 
people, collected in one volume, Der 
Sowjetmensch, sold 400,000 copies in West 
Germany, and are now available in Eng- 
lish translation—unfortunately, abridged. 
The reader will not find in this book much 
that is new or very different from what 
he may already know, but he will be 
impressed by the stereoscopic effect which 
good journalism combined with good 
scholarship can at times achieve. The 
strength of the book is the sense of Soviet 
reality which it conveys. 

Mehnert concludes that the ordinary 
Russian man has not been transformed 
by Communist upbringing and condition- 
ing. He takes his world as it is, trying 
to make the best of his lot. Indeed, “the 
average American identifies himself more 
closely with his state and its government 
than the average Russian with his.” Com- 
paring his recent observations with those 
he made in the early 1930’s, Mehnert finds 
that “the most striking feature of the So- 
viet people today is their obvious indif- 
ference to the political slogans hurled at 
them.” People are less collective-minded 
than thirty years ago, and “both individual- 
ism and the number of individualists have 
increased.” Are there at least some germs 
of a resistance movement? Passive resist- 
ance does not seek to assume the forms of 
a movement. The vital point is that “men 
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have begun to seek new solutions.” The 
trend is “powerful and unmistakable among 
the rising generation.” Changes are more 
real than formal and, for that reason, diffi- 
cult for a foreign observer to evaluate. 

Many of Dr. Mehnert’s views are now 
shared by other observers. But his con- 
text of realities and experience gives the 
Soviet scene a new depth and, to the 
reader, a sobering sense of perspective. 

Nicwoias P. VAKAR 
Professor of Russian 
Civilization and Literature 

Wheaton College 

Norton 

Massachusetts 


Jerome Brum. Lord and Peasant in 
Russia from the Ninth to the Nine- 
teenth Century. Pp. x, 656. Prince- 
ton, N. J.: Princeton University Press, 
1961. $12.50. 


This book represents a project con- 
ceived on a grand scale and carried 
through with great thoroughness and dis- 
cernment. It falls naturally into periods 
that correspond to the divisions of general 
Russian history. The author has labored, 
in spite of the paucity of documents, to 
reconstruct lord and peasant relations for 
the Kievan and Mongol periods. Here he 
is sometimes forced to draw conclusions 
by inference and conjecture some of which 
are open to question. -From the Musco- 
vite period on, he is on surer ground and 
has put together an extremely plausible 
picture of the development of these rela- 
tions. Although many will differ with the 
author in matters of detail, few will chal- 
lenge the general account he has given for 
these times. There are, however, a num- 
ber of important points that are not quite 
cleared up. 

For example, Professor Blum has in- 
sisted throughout that. there was no 
vital distinction between developments in 
Russia and those in the West, yet he does 
not seem to have put forward any ade- 
quate explanation for the striking dif- 
ferences in the history of their urban com- 
munities. While in the West, “City life 
makes free” was the rule, in the East the 
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posadskie liudi were restricted to the one 
town in which they lived and were subject 
to the same tyaglo paid by the peasants. 
The weakness of urban life in Russia is so 
vital a factor that it would seem to call 
for wider treatment; the suggestion is 
indeed made that by deporting all skilled 
workmen from the towns, the Mongols 
practically extinguished urban life. But 
surely other factors must have made their 
contribution. 

In dealing with the emancipation settle- 
ment of 1861, Professor Blum is almost 
silent on the question of private property 
in Jand. If a Russian official at the time 
of the Polish revolt in 1863 could make 
the claim publicly that the Tsar was the 
owner. of all the land in the Russian Em- 
pire, it was not just academic. One of 
the anomalies of emancipation was that 
rights of private property in land were 
secured to the nobility but denied to the 
peasants, and against this the intelligentsia 
directed their sharpest shafts. This some- 
what alien concept was drawn largely from 
the West, and had not yet taken firm root 
in Russia. : 

The broader conclusions reached by the 
author in his last chapter will not meet 
with universal approval. In his introduc- 

_tion he had stated: “it [this book] is . 

‘meant to be a study in the history of 
human freedom.” In summing up, he 
draws this general conclusion: “If the 
thousand-year history of the relationship 
between Russian lords and peasants... 
had to be characterized in a few words 
it could be said to have been ‘a function 
of the, political and -economic evolution 
of the land. The institutional arrange- 
ments in rural life reflected the needs and 
demands of the state and the long-term 
trends of economic growth and contrac- 
tion. ‘These two controlling factors did 
not exert equal influence at every stage. 
. .. If the record is balanced the politi- 
cal considerations seem more often to have 
predominated.” If this means what it 
appears to, the author is claiming that it 
was the overriding interests of the state 
that doomed the peasant to serfdom. Yet 
in another passage he emphasizes that the 
chief factor in producing serfdom was 
“the increase in the political power of the 


Book DEPARTMENT 


nobility”—-a factor which prevailed in the 
whole of eastern Europe. 

While forswearing any economic inter- 
pretation of history, Professor Blum has 
nonetheless discounted the role of intel- 
lectual factors in determining the course 
of developments in Russia. He ignores 
the role of the church in the West in 
mitigating the hardship of the peasant’s 
lot, as claimed by Chaadayev, who 
charged that the abasement of human 
personality was part of the Byzantine 
heritage transmitted by the Orthodox 
Church, nor does he give any credit for 
emancipation to the spread of humani- 
tarian ideas by the intelligentsia in the 
nineteenth century. After all, had the 
ground not been prepared, how impossible 
would the work of Alexander II have 
been? 

Stuart R. TOMPKINS 

Professor Emeritus of History 

University of Oklahoma 


ARTHUR MENDEL. Dilemmas of Progress 
in Tsarist Russia: Legal Marxism and 
Legal Populism. (Russian Research 
Center Studies, 43.) Pp. viii, 310. 
Cambridge, Mass.: Harvard University 
Press, 1961. $7.00. 

Arthur Mendel deals in this book with 
an important period in the history of the 
Russian radical intelligentsia when that 
intelligentsia were divided according to 
different concepts of the future develop- 
ment of their country. The controversy 
between the Populists, who believed that 
Russia could avoid the capitalist way of 
economic development, as they ardently 
desired it, and the Russian Marxists, who 
considered capitalism in Russia unavoid- 
able—as well as some subdivisions of 
opinions—are presented by Mendel with 
sufficient clarity. The author studied a 
great amount of pertinent literature and 
quotes it very abundantly. His personal 
sympathy is more’ with the Populists than 
with the Marxists. He recognizes that 
“in philosophy as in economics the Legal 
Marxists were superior to their opponents 
in scope of professional knowledge,” but 
he finds himself “more in agreement with 
the sentiments and with many of the 
philosophical and ethical ideas of the 
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Legal Populists” (p. 250). To a certain 
degree he tries to justify the Populists but 
does not minimize their tragic failure. 
The last chapter about the Populists is 
entitled “Theory and Practice of Defeat” 
and is followed by the chapter, “Birth 
and Triumph of Russian Marxism.” As 
“two contributory causes of the remark- 
able victory of Russian Marxism in the 
mid-nineties,” Arthur Mendel names “the 
failure of the peasantry to act in a revolu- 
tionary manner during the famine years 
and the compelling enthusiasm of those 
representing the new credo” contrasting 
with the disillusionment in the Populist 
circles. But was not still more compelling 
the fact that the economic development 
solved, even eliminated, the crucial prob- 
lem of the controversy? In the 1890's 
it was hardly possible not to see that 
Russia was already going the way of 
capitalist development. The actual de- 
velopment destroyed the Populist, and 
confirmed the Marxist, concept, which, 
however, did not mean that the Marxists 
were right in all theoretical and practical 
questions. Economically, the Russia of 
the 1890’s was different from the Russia 
of the 1870’s, and the “dilemma of 
progress” did not exist any more. This 
could be made sufficiently clear only by 
an elaborate historical background, un- 
fortunately missing in this book. 
GEORGE DENICKE 
Senior Editor 
American Committee for Liberty 


WALTER GROTTIAN. Lenins Anleitung zum 
Handeln: Theorie und Praxis sowjet- 
ischer Aussenpolitik. Pp. xi, 440. Köln 
und Opladen: Westdeutscher Verlag, 
1962. DM 34,50. 


For those specialists in Russian politics 
who cannot read Russian—one hopes they 
are a diminishing few—and do read 
German, this is a valuable anthology of 
pronouncements by Lenin on Soviet for- 
eign policy in theory and practice, It 
also includes statements by other Soviet 
leaders and by non-Russians about Mos- 
cow’s role in world affairs. The author, a 
professor at the Free University of Berlin, 
adds some introductory and occasional 
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commentary and an analysis, in conclusion, 
concerning the discrepancies between 
Lenin’s words and deeds and between 
his words and deeds and those of his heirs. 

With much effort and care, a reader in 
great need can get from this book a rela- 
tively clear impression of the field it 
undertakes to cover. One would have 
thought there were easier ways of doing 
it—edsier and better. ‘The author has 
made an enormous effort in research and 
collation, and the result is thoroughly 
scholarly, helpful, and enlightening. But 
text with some quotations might, it seems, 
have produced a finer work than quota- 
tions with some text. The whole is rather 
jerky and episodic, and conveys little no- 
tion of the interplay of the many factors 
that went into the formulation of Soviet 
foreign policy. 

Professor Grottian can now write a 
book on the international politics of the 
Soviet Union. He has already collected 
much of the raw material. 

Lours FISCHER 

Woodrow Wilson School of Public 

and International Affairs 
Princeton University 


B. Z. GOLDBERG. The Jewish Problem in 
the Soviet Union: Analysis and Solu- 
tion, Pp. x, 374. New York: Crown 
Publishers, 1961. $4.95. 


The author of this timely book, himself 
a member of the staff of a New York 
Yiddish-language daily, has for years been 
chronicling the fortunes, or rather, the 
misfortunes of Soviet Jewry. To a large 
extent the work is based on his personal 
observations during three extensive visits 
to the Soviet Union in 1934, 1946, and 
1959, respectively. He traveled in various 
sections of the country, including Biro- 
bidjan, the so-called Autonomous Jewish 
Region bordering on Manchuria. An 
experienced reporter, he talked to all 
kinds of people, interviewed functionaries, 
and scanned printed matter that does not 
reach the West--for example, obscure 
provincial newspapers. 

In recent years high-ranking Soviet of- 
ficials have declared that there is no Jew- 
ish problem in their multinational coun- 
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try—that there the Jews get the same 
treatment as the rest of the population 
and have become completely integrated 
with it. The book under review gives the 
lie to these assertions. It depicts a cowed 
minority, prevented from following its 
own way of life, yet by no means assimi- 
lated. The Jews are, in fact, second-rate 
citizens, discriminated against in regard to 
employment and educational opportuni- 
ties and suffering in other ways from 
prejudice and hostility, which occasionally 
express themselves in acts of violence. 

Early in the Soviet era, the authorities 
outlawed the Hebrew language, . but per- 
mitted schooling in Yiddish and cultural 
activities of a secular character in the 
same vernacular. Late in the 1940’s, how- 
ever, all such activities were stopped by 
government fiat, and the Jewish intel- 
ligentsia, including actors and writers, was 
decimated by executions and deportations 
to labor camps on trumped-up charges 
of treasonable contacts with the West. 
After Stalin’s death some of the victims 
were posthumously rehabilitated, but the 
schools, publishers’ offices, and theatres 
remained closed, and Judaism was singled 
out from other religions for severe obloquy 
and persecution, apparently because of the 
synagogue’s presumed tie with Zionism. 
The Jewish group continued to live under 
a cloud because of the suspicion that it 
was a collective-security risk. 

Mr. Goldberg has an all-too-simple 
prescription for the solution of the prob- 
lem with which he is concerned. What 
the Kremlin should do, he pleads, is to 
stop discrimination, to grant the Jews 
religious freedom—guaranteed by the 


‘Soviet constitution—and the limited cul- 


tural autonomy enjoyed by all. the other 
non-Russian components of the popula- 
tion, and, furthermore, to permit emigra- 
tion to Israel. To judge by the current 
notices in our press calling attention to 
the resurgence of anti-Semitism in the 
Soviet Union, our author’s plea, if it 
reached the authorities, has fallen on 
deaf ears. f 
AVRAHM YARMOLINSKY 

Chief (Retired) 

Slavonic Division 

New York Public Library 
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Rosert PAUL BROWDER and ALEXANDER 
F. Kerensky (Eds.). The Russian 
Provisional Government, 1917: Docu- 
ments, Vols. I, II, and III. (Hoover 
Institution Publications.) Pp. Ixxxv, 
1875. Stanford, Calif.: Stanford Uni- 
versity Press, 1961. $30.00. 

The history of the shattering events of 
1917 as expressed in the accounts of the 
time cannot but excite the readers of 
later generations. Alexander Kerensky and 
his American collaborator, Robert Paul 
Browder, have opened to English-language 
readers a remarkable set of documents, 
including accounts of the great events and 
the minute details of the first and second 
Russian revolutions and the eight months 
of rule by the Provisional Government. 

To provide the necessary historical 
links, admirable brief essays open each 
new theme. In the documentary sections, 
the editors have included numerous recol- 
lections of the events of the time by 
participants. Criticism may be justified, 
for this technique places memories that 
have dimmed over thirty years beside 
daily news reports, statutes, and official 
reports, but the recollections are clearly 
marked and dated, and they are some- 
times followed by recollections of other 
participants denying their truth. The 
careful reader can note the source and 
draw his own conclusions. 

The wind of history blows hard in 
revolutions, and partisanship is rife. The 
failure of the Provisional Government to 
keep Russia from the Bolsheviks has been 
laid by some to the inadequacies of the 
men who led it and by others to the 
inescapable source of social revolution 
moving progressively to the left. Keren- 
sky is justifying himself in these pages, 
as could have been anticipated, for his 
position on such events as betrayal by 
General Kornilov has long been known. 
Still, he has permitted in the work a 
sympathetic explanation of Kornilov’s 
reasons and much violent criticism of his 
own policies and abilities. These volumes 
are by no means a “whitewash.” 

Kerensky corrects Bolshevik denigra- 
tions, such as that he fled the capital on 
the eve of the “October” to leave his 
colleagues to be captured in the Winter 
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Palace without him. He shows that his 
hands were weakened when his Cossacks 
remained in barracks and the Commander 
in Chief of the northern front decided 
to hold the army aloof from politics. 
Kerensky’s trip to the front was to scout 
the situation, and his failure to find sup- 
port resulted in the cutting down of the 
military cadets called together in the 
capital to join with the troops on Keren- 
sky’s return. 

Not all blame for defeat is laid to indi- 
viduals. Much of the second volume 
exposes economic chaos. The conse- 
quence of inflation is described by the 
report of the United States Consul to the 
State Department. Agrarian disorders are 
proved by reports from various prov- 
inces. Kerensky shows what the Pro- 
visional Government did to espouse popu- 
lar reform: abolishing the hated semskii 
nachal’niki, nationalizing the Emperors 
lands, urging preparatory work before land 
reform, and establishing boards with 
zemstvo leadership in the villages to find 
a solution. But his argument is that there 
was little time and no organization to 
rectify a situation in which the desolation 
caused by war, labor unrest caused by 
years of oppression, and demagogy, draw- 
ing its strength from dark and ignorant 
elements, had left their marks. 

These volumes will be attacked, one 
can be sure, by the few still living who 
recall their parts in the events, but they 
have been sufficiently well edited to tell 
a powerful and multisided story with a 
ring of authenticity that invites respect. 
No serious student of Russia can ignore 
them, and the Hoover Institution is to 
be congratulated on one more study in 
the enviable progression of documentary 
sources for those seeking to understand 
the Russian scene, 

Jonn N. HAZARD 

Columbia. University 


Nicuotas De Wirt. Education and Pro- 
fessional Employment in the U. S. S. R. 
(Prepared for the National Science 
Foundation by the Office of Scientific 
Personnel, National Academy of Sci- 
ences—National Research Council.) Pp. 
xxxix, 856. Washington, D. C.: United 
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States Government Printing Office for 
the National Science Foundation, 1961. 
$5.50. 


The post-Sputnik hysteria has ushered 
in a voluminous amount of superficial and 
fanciful literature on the Soviet educa- 
tional system. By contrast, this volume is 
a rare work of high excellence, because 
it combines a painstaking examination of 
the enormous amount of serious literature 
with a penetrating and level-headed inter- 
pretation, Both the author and the Na- 
tional Academy of Sciences should be con- 
gratulated for this achievement. 

After first commenting on the basic 
aims of the Soviet educational policy, the 
author assesses the debate centered on the 
recent education reform and its involved 
issues. He contrasts the Soviet educa- 
tional structure before and after the 
reform, taking each category of schools 
separately. Subject to.special treatment 
are such problems as school administra- 
tion and control, the role of the party in 
the educational system, workers’ and mili- 
tary educational systems, the financing of 
education, advanced degrees, research and 
academic personnel, and the problem of 
employment of professional and special- 
ized manpower in the Soviet Union. De 
Witt rightly points out that those who 
“too often” draw comparisons “invidious 
to the American system” do so because 
they lack adequate knowledge of “educa- 
tion realities in the U. S. S. R.” as well as 
of Soviet society in general, He cautions 
that one cannot ignore the relationship 
between education and the society, for the 
quality of education must be judged in 
relation to the society it serves. 

After two and a half decades of “rela- 
tive stability,” Soviet education is “in 
the throes of far-reaching reform” which 
is in conflict with the traditional prin- 
ciples of Soviet education. The Soviet 
authorities claim the superiority of their 
education because it is constitutionally 
guaranteed to everyone, because it is 
“designed to play a unifying role by eras- 
ing the distinction between mental and 
physical labor,” and because its aims are 
to serve the collectivist state and, not 
merely the individuals. The purpose of 
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Soviet education is to provide the youth 
of the country with knowledge and skills 
that will be “most useful to the state” 
and “to remold the character of the 
individual” in consonance with Commu- 
nist ideology. But despite its ideological 
considerations, the Soviet educational 
policy has also “responded to exceedingly 
pragmatic considerations.” Hence there is 
a conflict between the “hallowed Marxist 
precept of education” and “present-day 
economic realities.” 

The real dilemma is that of reconciling 
the requirements for training “an adequate 
supply of the specific kind of skilled and 
professional manpower demanded by the 
economic plan” with “the professed edu- 
cational ideals of communism.” It be- 
came impossible to enable every citizen 
to obtain an education “of his own 
choosing” and “to the full limit of his ` 
intellectual capacity.” De Witt writes that 
“contrary to the Marxist vision’ of grow- 
ing egalitarianism,’ Soviet policy has 
elevated the principle of “differential re- 
wards to the status of an immutable law 
of socialism: ‘from each according to his 
ability, to each according to his work.’” 
Herein, lie the roots of “the new Soviet 
intelligentsia.” 

The key issue of the much discussed 
1958 education debate concerns putting 
“heavier emphasis on the cultivation of 
practical labor skills” while still paying 
lip service to the traditional Communist 
principle of “full and equal educational 
opportunity for all.” This and other 
aspects of Soviet education have received 
the author’s expert attention. There are, 
however, one or two statements—for ex- 
ample, given a choice of language “most 
parents would choose Russian” (p. 113): 
Soviet figures for Ukraine and Kazakhstan 
do not seem to support this—that need 
clarification, but they do not weaken this 
authoritative work. 

Wayne S. VUCINICH 

Stanford University 


GrorceEs Lancrop. Some Current Prob- 
lems of Administration in France To- 
day. (Studies in Foreign and Compara- 
tive Public Administration.) Pp. vii, 
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152. San Juan: University of Puerto 
Rico School of Public Administration, 
1961. No price. 

Much of this book is based on lectures 
delivered by the author at the University 
of Puerto Rico in 1957, He has attempted 
to analyze and distill out the essence of 
the development of public administration, 
as well as its study as an academic sub- 
ject, in France in the last few centuries 
for a “foreign” audience which is pre- 
sumably not too familiar with primary 
sources. 

The first three chapters focus on various 
aspects of the growth of public adminis- 
tration in France from the early pre- 
cursors in Roman law and practices to 
the present. But the author’s main em- 
phasis is on the development of adminis- 
trative law and the mechanisms which 
have been created to control the arbitrary 
abuses of power. The importance of the 
Conseil d’Etat in this regard is discussed 
at length. The Conseil d’Etat is credited 
not only with developing and interpreting 
French administrative law in conformity 
with the public welfare more effectively 
than has been the case in other countries, 
but also with contributing greatly to the 
vaunted stability of the French bureauc- 
racy in the face of almost constant political 
upheaval. On the other hand, Professor 
Langrod notes that the French Civil Serv- 
ice has been transformed from an aristo- 
cratic arm of the government in the 
eighteenth century to a relatively “de- 
mocratized,” unionized, and economically 
underprivileged group at the present time. 

The fourth chapter on the “science of 
public administration” presents an over- 
view of the major trends in the academic 
study of this field in France over the 
last half century or so; briefer summaries 
of these academic developments in other 
countries are also provided. The author 
is quite critical of the “typical” American 
disregard of European contributions to 
the study of public administration, espe- 
cially during the early days of its flower- 
ing in the United States, Since World 
War II, American scholars have taken the 
lead, and he attributes the “failure” of 
the science of public administration in the 
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European universities to the attempt to 
cling to the traditional juridical approach 
despite the fact that it seemed so sterile. 
As a consequence, Professor Langrod be- 
lieves, much of the initiative among 
the students of public administration in 
Europe has passed from the humanities 
and law faculties to the schools of engi- 
neering and technology. 

The final chapter is an appendix pro- 
viding a descriptive summary of the major 
changes in French administration intro- 
duced under the Fifth Republic up to 
the Spring of 1959. There is a short 
bibliography. 

Norman KAPLAN 

University of Pennsylvania 


Piotr S. Wanpycz. France and Her 
Eastern Allies, 1919-1925: French- 
Czechoslovak-Polish Relations from the 
Paris Peace Conference to Locarno. 
Pp. ix, 454. Minneapolis: University of 
Minnesota Press, 1962. $8.50. 


In spite of some glaring weaknesses, 
Wandycz’ analysis of French-Czecho- 
slovak-Polish relations is the outstand- 
ing analysis of this sector of European 
history available to us today. It deals 
with the crucial period from the Paris 
Peace Conference of 1919 to the signing 
of the Locarno Pact in 1925. This was 
the period of European diplomacy during 
which France tried to establish an eastern 
barrier of buffer states, with Poland and 
Czechoslovakia at the core, with the aim 
of keeping Germany and Bolshevik Russia 
apart. This, France hoped, would guar- 
antee European peace and security. But 
this eastern cordon sanitaire was never 
realized. 

Wandycz considers in detail the various 
aspects—geographic, economic, social, and 
political—of the complex relationship be- 
tween France and the two western Slav 
states. According to his admission, he 
has been able “to discover a surprising 
variety of richness of sources, including 
archival collections which had never been 
used, and this material threw new light 
on many events in European diplomatic 
history in general, and Polish, French, 
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and Czechoslovak foreign policy in par- 
ticular” (pp. vii-viii). It is to his credit 
that he admits also that “the opening of 
the French archives, unrestricted use of 
Polish and Czechoslovak archival mate- 
rial, and the possibility of using confiden- 
tial documents of other European powers 
would [have] enhanced the value of this 
study” (p. vii). 

Although Wandycz has proven his lin- 
guistic ability by citing sources in French, 
Czech, and Polish, as a matter of fact, 
some of the aspects of the diplomatic 
troubles are treated rather poorly because 
he is unaware of some easily available 
sources. Most specifically I am referring 
here to the very difficult problem of 
negotiations regarding the insistence of 
‘Wilson and the western allies to have 
Czechoslovakia, Poland, and other Central- 
East European countries sign the so- 
called Minorities Treaties. We find no 
reference to this item in the Index, 
although some interesting information is 
presented (on pp. 55ff.) concerning sev- 
eral aspects of this bitterly debated aspect 
of peace negotiations. The influence of 
the organized American Jewish commu- 
nity could have been featured here, and 
the origin of the ever-growing troubles 
between the Prague government and 
Hlinka’s so-called “autonomists” is dis- 
posed of by a single reference (p. 14) 
to the Pittsburgh Declaration of May 20, 
1918, 

All in all, Wandycz has given us a fine 
work, in spite of its weaknesses. It is also 
to his credit that he admits that “while 
this volume is in a sense a pioneering 
study in a field where much remains to 
be done ... [and] where additional ma- 
terial could only add details and fill in 
minor gaps.” 

Josera S. Roucek 

Professor and Chairman 

Departments of Political 

Science and Sociology 

University of Bridgeport 


Irwin T. Sanpers. Rainbow in the 
Rock: The People of . Rural Greece. 
Pp. xiii, 363. Cambridge, Mass.: Har- 
vard University Press, 1962. $7.50. 
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This book is full of facts, anecdotes, 
and personal observations about the people 
of rural Greece. Sociologically oriented, 
it analyzes, as it probably never has been 
analyzed before in any language, the Greek 
village. The author is not only concerned 
with the traditional and more sentimental 
aspects of village life, but probes thought- 
fully into the changes in the village 
pattern that “modern life” is bringing, 
especially in agricultural methods, indus- 
trialization, and urbanization. 

The various chapters cover the his- 
torical background—somewhat sketchily; 
geographic location—this writer is not as 
sure as the author that Greeks of the sea, 
the plains, and the mountains are so dif- 
ferent; the work load of the peasant— 
very good description of the various 
classes of shepherds; the family—in the 
best sociological manner; the community 
—excellent on coffeehouses and village 
schools, not as good on local government 
and religion. ; 

The last two chapters delve into the 
various aspects of social change and the 
social consequences of foreign aid. These 
provide a detached overview of important 
changes caused by currents, events, and 
impacts—national and international—since 
World War II. Especially trenchant is 
the discussion of American aid to Greece 
and the aims it should have. This re- 
viewer finds himself in complete agree- 
ment with Professor Sanders when he 
says: “Certainly, if we are to try through 
foreign aid to assist in the development 
of newly emerging nations, one of our 
purposes should be to try to reduce the 
disparities between the elite and the aver- 
age people.” His discussion on this and 
related points is the best so far written 
about Greece, for it comes to grips with 
the hard core of American-aid objectives 
that has been too often overlooked by 
Greeks and Americans alike. 

The critical reader usually cannot find 
everything in a book that he thinks ought 
to be there, but we would have liked more 
on the Greek-American who returns to 
live in his home village, the one-way street 
of national-local relationships in Greek 
government, and the village during the 
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military occupation of World War II and 
the guerrilla warfare that followed. How- 
ever, this is quibbling. Professor Sanders 
has written a fine and earnest book. It is 
recommended for all who want to know 
more about Greece and for all who are 
interested in rural society anywhere. 
Harorp F. ALDERFER 

Deputy Superintendent 

Department of Public Instruction 

Commonwealth of Pennsylvania 


Dantet R. MANDELKER. Green Belts and 
Urban Growth: English Town and 
Country Planning in Action. Pp. xv, 
176. Madison: University of Wisconsin 
Press, 1962. $5.00. 


The objectives of this book are 
particularly important—and, to a lesser 
degree, its actual achievement. It pre- 
sents and analyzes essential characteristics 
of English planning theory and adminis- 
tration, It brings out their strengths and 
weaknesses and shortfalls both in theory 
and in action, and fruitfully contrasts 
these with American theory and action, 
strengths and weaknesses. 

It is most desirable to advance such an 
interchange and conscious awareness, for 
mutual enhancement. A serious gap exists 
on both sides, that is, lack of any serious 
impact on either by the creative concepts 
of the other. Single visitors or scholar- 
ships have not accomplished this recipro- 
cal awakening. Something more massive 
and influential is needed, because much is 
to be gained. We ought to know and 
absorb a great deal more from foreign 
sources: Green Belts and New Towns 
from England; new “satellite districts” 
as the means for city development from 
Sweden; and conscious avoidance of 
Megalopolis—as in the creative measures 
to counter “Randstad,” or the flowing 
together of cities, in Holland. 

The lessons which may be learned from 
foreign experiences in actual execution and 
administration are equally important. For 
example, urban and county planning are 
compulsory in England, and these develop- 
ment plans must be re-examined and up- 
dated every five years. Our book heavily 
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emphasizes the administrative practices 
and experiences—a good approach because 
this rather unglamorous phase of develop- 
ment can and does have a decisive effect 
on implementing or changing planning 
intentions. It receives relatively little 
attention in the literature. 

But, unfortunately, Greenbelis and 
Urban Growth is overrun with the mi- 
nutiae of decisions, appeals, personnel al- 
locations and professional functions, actual 
repetitions, citations, and obscure refer- 
ences to bulletins or circulars, so that 
excellent purposes and traces of excellent 
insights are lodged in snowdrifts of detail. 
Thus the book is more suited to the rare 
American planner who may want to take 
up employment in England, or to English 
planning administrators who would like 
a detailed self-view, than to American 
planners and administrators. 

The insights are there. For example, 
there is the point that Green-Belt policy 
is so far ahead of the necessary corollary 
of positive planning beyond the Green 
Belt to provide for population expansion— 
in terms of adequate quantitative develop- 
ment of New Towns and Town Develop- 
ment relatively self-contained—that the 
pressure on land is vastly excessive within 
the city, and to a certain extent within 
the Green Belt itself. Thus the splendid 
Green-Belt concept is being intolerably 
strained because of the absence of com- 
plementary synchronized elements. But 
one must push through a dense profusion 
of underbrush to reach the insights. 

The hope is here expressed that the 
author will do a precis of this book in 
twenty or twenty-five pages. In the ab- 
sence of that, one must, somewhat reluc- 
tantly, say that this book is a must, for 
with all its heavy going, it is an important 
contribution in a field where there is a 
big gap. In the proposed precis, the 
excellent Glossary should be retained. It 
is absolutely esesntial for anyone who 
wants to understand English planning by 
reading its literature. 

ALBERT MAYER 

Consultant in Urban and - 

Rural Planning 

New York City 
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ARNOLD J. TOYNBEE. Between Oxus and 
Jumna. Pp. xii, 210. New York: 
Oxford University Press, 1961. $5.00. 
One has the right to expect from 

Toynbee something better than a disjointed 
and tiresome travelogue. His 130 days 
through mountain and desert took him in 
the Spring of 1960 into many nooks and 
crannies of Rajasthan, West Pakistan, and 
Afghanistan. But the passage of this 
noted historian through these storied lands 
yields little that is new or illuminating. 
Travel diaries of this type are common- 
place and recently have been done better 
in books such as Stephens’ Horned Moon 
and Mayne’s The Narrow Smile. Toynbee’s 
detailed descriptions of topography—and 
of every bump, curve, bridge, and obstacle 
encountered enroute in a part of the world 
where such features are routine road con- 
ditions—soon deteriorate into nightmarish 
monotony. Even for those who, like the 
reviewer, have traveled most of the same 
roads and may therefore be sustained by 
the thrill of recognizing their favorite un- 
bridged juis or snow-bound kotals, the net 
effect of the recital is that of a soporific 
chant. 

The author tries hard to create an 
atmosphere of suspense: “Could we squeeze 
past the lorriesP’—stuck in the snow in 
the Sabzak Pass. “Was there passage room 
for a Land Rover between the lorry and 
the road’s fast-crumbling edge?” But even 
this “Perils of Pauline” device fails to 
add mtich zest to the story, although it 
does elicit admiration for the physical 
stamina and fortitude of this spry sep- 
tuagenarian scholar. One of the eerie fea- 
tures of this book is its total Jack of 
human interest. Toynbee and a few his- 
torical figures are the only characters in 
the story. His traveling companions and 
the numerous people he met are not 
mentioned by name, nor indeed do they 
figure as human beings—not even the 
photographs show signs of human life. 

The political analyses in the book are 
brief, shallow, naive, at times contradic- 
tory and, hardest of all to believe, lack 
historical perspective. Thus Toynbee 
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eulogizes the vastly improved facilities for 
trade and influence which Soviet-built roads 
and the Oxus port in northern Afghanistan 
will produce while in a later chapter he 
deplores the fact that, historically, when- 
ever the subcontinent is divided by inter- 
necine quarrels such as those now existing 
between Afghanistan, Pakistan, and India, 
it becomes easy prey for domination from 
the north. Apparently in Toynbee’s view 
of geopolitics these two sets of facts are 
unrelated. He also seems to have been 
completely taken in by Pakistan’s “tame 
maliks,” who are always produced in the 
tribal areas to declaim about Kashmir for 
distinguished travelers. Toynbee has seen 
in this staged display a deep and pervading 
influence of a new Pakistani nationalism. 

His brief chapter on Pakistan’s “forward 
policy” in the tribal areas is lucid and 
worth reading, although he overestimates 
the direct relationship between tribal hos- 
tility and economic factors based on 
poverty of terrain. This oversimplification 
has been refuted by scholars and adminis- 
trators who have repeatedly pointed out 
that opportunities have long existed for 
tribesmen to settle in more favorable 
environments. Many of them—for ex- 
ample the Mohmands in the Mardan area— 
have actually done so. Altogether, one 
must look for deeper cultural traits and 
traditions to explain the stubborn refusal 
of certain tribesmen to abandon what 
Carleton Coon has called their “land of 
insolence,” 

It is regrettable that only rarely does 
Mr. Toynbee draw on his deep knowledge 
of ancient history to illuminate his nar- 
rative. When he does, as in the passage 
comparing his eastward trip from Quetta 
with the mission of Darius’s envoy Scylax 
to discover the mouth of the Indus, the 
story springs to life. This, however, only 
makes the reader more poignantly aware of 
the missed opportunity which was offered 
by the rare combination of the author’s re- 
markable scholarly talents and his travels 
in the habitat of many of his historical 
protagonists. 

Leon B. POULLADA 

Ambassador of the United States 

at Togo, Africa 
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PERCIVAL SPEAR. India: A Modern His- 
tory. Pp. x, 491, xix. Ann Arbor: Uni- 
versity of Michigan Press, 1961. $10.00. 


This book is the polished revision of a 
series of lectures Professor Spear, fellow 
of Selwyn College, Cambridge, delivered 
recently while visiting at the University of 
California, Berkeley. We are indeed fortu- 
nate to have so eminent a scholar of Indian 
history produce a textbook designed for a 
one-semester course—there are precisely 
forty-one chapters to this book—in recent 
Indian history. As editor of the third 
edition of the Oxford History of India 
(1958), Professor Spear rewrote entirely 
the last portion of that work dealing with 
“India in the British Period,” and much of 
what he did so well there is reproduced, in 
effect, here. Yet this is a far less detailed 
and exhaustive survey of Indian history 
than the Oxford text, and clearly preferable 
for use in single-semester courses. 

The book begins with a general introduc- 
tion treating the geography and ethnog- 
raphy of South Asia in somewhat less than 
the most lucid manner possible, but con- 
cluding with a fine section on cultural inter- 
penetration of East and West. Then come 
the four major parts into which the re- 
mainder of the book is divided: (1) 
“India: Ancient and Medieval,” (2) “The 
Mughal Empire,” (3) “The British in 
India,” and (4) “Modern India.” Since 
this is “A Modern History,” Part IV is 
longest, with more than twice the number 
of pages of any of the other three parts. 

In nine chapters, from the Paleolithic 
dawn of “The Early Cultures” through the 
sixteenth century of our era with “Turks 
and Afghans,” the first section is a swift, 
but, by and large, excellent survey of 
ancient and early medieval Indian history. 
Naturally only the high points can be 
touched in these eighty pages. Advancing 
to the Mughals, Professor Spear is at his 
best. “With our arrival at the Mughal 
period we enter a more spacious field and 
breathe a fresher air” (p. 115), he ob- 
serves, obviously more at home here. 
Parts II and III are both written with 
most impressive self-assurance and truly 
authoritative scholarly command of the 
primary sources. Professor Spear is per- 
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haps the foremost authority on Mughal 
India in the Western world today, espe- 
cially the later Mughals—dealt with in 
Part IHI, where he tells the story of John 


_Company’s remarkable rise and fall in 


India. 

The fourth part of this book on “Modern 
India” is the least successful, despite the 
author’s long period of personal contact 
with India during the closing decades of 
the British Indian era. Professor Spear 
is most sympathetic to Indian Nationalist 
aspirations, but was clearly obliged to rely 
more heavily on secondary sources for 
the Nationalist period than he did in his 
analysis of the preceding centuries. Most 
of the factual errors noted were in this 
half of the book. As for the very brief 
two chapters on independent India, these 
hardly seem adequate in a book designed 
to reveal a nation’s “Modern History.” 
The comparison of Prime Minister Nehru’s 
government to the Mughal Court is, more- 
over, so original and provocative a his- 
torical analogy that one wishes that the 
author had devoted at least twice as much 
space to very recent problems and develop- 
ments. 

The few footnotes relegated to an ap- 
pendix are more often distracting, rather 
than illuminating, asides, but the lists of 
suggested readings for each chapter will 
prove a welcome appendix indeed to all 
students. An excellent glossary and index 
have been provided. 

; STANLEY A. WOLPERT 
Assistant Professor of History 
University of California 
Los Angeles 


STANLEY A. WoLPERT. Tilak and Gokhale: 
Revolution and Reform in the Making of 
Modern India. Pp. xviii, 370. Berkeley 
and Los Angeles: University of Cali- 
fornia Press, 1962. $7.50. 


Tilak and Gokhale symbolize the dual 
nature of the Indian independence move- 
ment, the former insisting upon the prime 
necessity of self-rule and the latter upon 
the prerequisite of social reform. Both 
were Maharashtrians of Poona. Their 
earlier co-operative relationship in the 
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1880’s as teachers in the New English 
School and as colleagues in the Deccan 
Education Society gave way to bitter 
rivalry which was eventually—in 1907—to 
tear apart that major vehicle of Indian 
political aspirations, the Indian National 
Congress. It required time, a world war, 
and the advent of Gandhi to restore the 
Congress to an effective role, but even 
Gandhi could not entirely resolve the con- 
flict symbolized by the figures of Tilak and 
Gokhale. 

Much has previously been written on 
these remarkable Maharashtrian leaders. 
Half a dozen English-language biographies 
of Tilak were released about the time of 
the centenary of his birth in 1956, the 
best of which was probably S. L. Karan- 
dikar’s Lokamanya Bal Gangadhar Tilak, 
based in part upon N. C. Kelkar’s three- 
volume Marathi biography published in the 
1920’s. Gokhale, a much less popular 
figure, has received comparatively little 
attention, the most complete English biog- 
raphy being that of T. K. Shahani. There 
are several compilations of the writings 
and speeches of both men. 

What has Wolpert’s volume added to 
the existing literature? In the first place, 
he has consulted a great deal of primary 
source material: private correspondence 
and papers, the Bombay State Archives, 
diary material, and Maharashtrian news- 
paper files. The work is fresh and care- 
fully documented. Again, the author has 
used his comparative historiographic ap- 
proach very effectively and gives a well- 
reasoned appraisal of both Tilak and 
Gokhale. Finally, the story of the conflict 
of these leaders is so well written, so 
engrossingly told that it provides a memo- 
rable picture and persuasive interpretation 
of the Nationalist movement as a whole. 

Although the author reports that he ex- 
perienced sympathy and even preference 
for one and then the other of his chief 
characters from time to time during his 
research, it seems clear at the last that 
Gokhale is his hero after all. And this is 
perhaps an inevitable conclusion for any 
scholar accepting modern or Western 
standards of value. Those of a Tilak 
remain at best those of the traditionalists. 
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And contemporary India moves apace away 
from its Tilaks and its Dayanandas. 
D. Mackenzie Brown 
Chairman, South Asian Studies 
University of California 
Santa Barbara 


Ropert Payne. Portrait of a Revolution- 


ary: Mao Tse-tung. Pp. 311. Second 
(Revised) Edition. New York: 
Abelard-Schuman, 1961. $5.00. 


Professor Fairbank of the Harvard his- 
tory department observed in 1948 that 
contemporary China was a journalist’s 
dream and a statistician’s nightmare: 
“There are more human dramas and fewer 
facts per square mile than anywhere else 
in the world.” He might have added that 
twentieth-century China is the historian’s 
quagmire. Not professional historians but 
rather writers whose primary craft is 
either literature or journalism have to date 
produced the most perceptive books: Pearl 
Buck’s The Good Earth (1931), Andre 
Malraux’s La condition humaine (1933), 
Edgar Snow’s Red Star over China (1937), 
Harold Isaacs’ The Tragedy of the Chinese 
Revolution (1938), Theodore White’s 
Thunder Out of China (1946), and Graham 
Peck’s Two Kinds of Time (1950). 

The realm of biography, however, has 
been largely neglected, with the historian 
again in total default. To one lady at 
least, Lyon Sharman, credit must be given. 
Sun Yat-sen, His Life and Its Meaning 
(1934) was and is an important contribu- 
tion to Western understanding of a man 
who, both by intent and by accident, came 
to play a major role in recent Chinese 
history. But Hu Han-min, Wang Ching- 
wei, and Chiang Kai-shek, no less than 
Ch’en Tu-hsiu, Chou En-lai, and Liu Shao- 
ch’i still await sustained study. Not least 
of the neglected men of the May Fourth 
generation is a Hunanese poet and political 
pamphleteer surnamed Mao. 

With intrepid timing, Robert Payne has 
scooped the scholars to present in Portrait 
of a Revolutionary a warmed-over version 
of his 1950 biography of Mao Tse-tung. 
The result is an exasperating book, at once 
penetrating, superficial, and inaccurate. 
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Based though it is on a sound feeling for 
the China of the 1940’s, and including in 
this edition discussion and translation of a 
group of Mao’s poems first publicly re- 
leased in 1957-1958, as well as a slim 
summary of development under the 
People’s Republic, the volume nevertheless 
misses the biographic mark by at least 
five li. Conspicuous are avoidance of 
primary sources, imprecision in factual 
detail, and misrepresentation of reality. 
The master’s highly selected Works, avail- 
able in both Chinese and English editions, 
are nowhere cited; Vang Ch’ang-chi (mis- 
spelled Yang Chen-ch’i), Mao’s teacher at 
Changsha in 1917-1918, is caricatured 
rather than carefully drawn; and Comrade 
Mao’s major role in the post-1956 intra- 
mural bloc competition for influence in 
Tirana is virtually ignored. 

Portrait of a Revolutionary is thus neither 
serious biography nor sound history. In 
1946, during the cease-fire lull in China, 
Payne visited Yenan and dined with Mao. 
Never one to forget a scene or to underplay 
a dramatic story, he has depicted Mao 
primarily as culture hero: Chinese peasant 
son turned rebel and bandit, now come to 
full stature as revolutionary leader, strat- 
egist, and philosopher. If the resulting 
portrait is partial and imperfect, it is 
nevertheless therapeutic as a challenge. 
Hopefully, it may evoke adequate re- 
sponse: that combination of perspective 
and perception which marks understanding. 
We now await a mature biographer willing 
to add substantial research to Payne’s 
quick sense of Mao’s maturation from 
missionary to messiah—a thoughtful his- 
torian able to eschew both American anti- 
Communist bias and the lacquered image 
of Mao the superman now an integral part 
of Peking’s official political mythology. 

Howard L. BOORMAN 

Director 

Research Project on Men and 

Politics in Modern China 
Columbia University 


CHao Kuo-cHuuN. Agrarian Policy of the 
Chinese Communist Party, 1921-1959, 
Pp. xii, 399. New York: Asia Publishing 
House under the auspices of the Indian 


165 


School of International Studies and the 
Institute of Pacific Relations, New 
York, 1960. $7.95. 


With over 500 million people living in 
rural China the significance of Chinese 
agriculture is self-evident. To help under- 
stand the rapidly changing conditions in 
Communist China, one must penetrate the 
complications of agrarian policy, past and 
present. The entire economy’s develop- 
ment rests mainly on the successful realiza- 
tion of the agrarian goals of the Chinese 
Communist Party (CCP). Professor Chao 
attempts to throw light on the agricultural 
situation today in the People’s Republic 
of China (PRC) by tracing historically 
the agrarian policy of the CCP. 

The author describes and analyzes the 
agrarian problem in China, the evolution of 
agrarian policy of the CCP since 1921, 
the characteristics and effects of the agri- 
cultural changes since 1953—from co- 
operatives to communes—and the problems 
and prospects of the CCP’s program. 
About half of the textual material deals 
with the 1921-1952 period; in the re- 
mainder of the book, Chao continues the 
historical analysis to 1959 and then eval- 
uates its results. For Professor Chao, the 
CCP’s organizational leadership, pragmat- 
ically applied, is the key factor in what he 
terms the policy’s effectiveness. The book 
has about one hundred pages of statistical 
tables, bibliography, and useful documents, 
the latter comprising the bulk of this non- 
textual section. 

The author’s main contribution lies in 
the first part of the book, where he traces 
the evolution of agrarian policy and re- 
veals significant facts on the 1927-1949 
period. During that time, some part of 
China was always under control of the 
CCP even though the Nationalists were 
the sovereign government. It is quite im- 
portant to note that experimentation with 
land reform and various forms of economic 
organization was carried out and that al- 
most every agricultural form used in the 
PRC since 1949 was developed then. 

Unfortunately, the second half of the 
book has major shortcomings. Official 
statistics are presented in text and tables 
uncritically, and the reader is left with 
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not likely to be qualified by the author’s 
bland allusion to the statistical debacle 
of 1958 as “serious over-estimations .. . 
for 1958.” Important judgments and pre- 
dictions by the author thus rest on shaky 
foundations. The treatment of the agri- 
cultural co-operatives and their transfor- 
mation first into collectives and then into 
communes is hurried and leaves many 
questions unanswered about their charac- 
teristics and impact on the peasants. The 
author’s economic analysis in his conclud- 
ing remarks leaves much to be desired. 
The book would have benefited from 
further editing to eliminate redundancy, 
awkward construction, and wrong words. 
CHARLES HOFFMANN 

Assistant Professor of Economics 

Queens College 

Flushing 

New York 


S. Y. Tene. The Nien Army and Their 
Guerrilla Warfare, 1851-1868. Pp. 254. 
The Hague: Mouton, 1961. No price. 
Dr, Teng has given us a useful account 

of one of the secret-society-led peasant 

uprisings in nineteenth-century China and 
its military tactics in his book, The Nien 

Army and Their Guerrilla Warfare. It 

is a fact, as he tells us, that the Nien 

chieftains, who had “imperial designs” 
of their own, appealed to the anti-Manchu 
feelings of the Chinese, and in their first 
phase had their “headquarters” at Chih-ho 
in northern Anhwei. However, it is rather 
doubtful that they were genuinely anti- 

Manchu, since they changed sides so often 

and certainly had no political program of 

any kind. 

The serious fighting between the Nien 
and the government forces began only in 
1860 when the Imperial court ordered the 
Mongol general, Seng-ko-lin-ch’in, to sup- 
press the Nien. Chih-ho fell in 1863, and 
from then on the Nien thundered across 
the plains of central and north China on 
horseback, looting, raping, burning, and 
killing as they went. Their method of 
warfare was not new in the history of 
Chinese peasant uprisings. In fact, it was 
the only way the peasant rebels knew how 
to fight. 
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The author ably describes the military 
and political strategy employed by Tseng 
Kuo-fan against the Nien: the organiza- 
tion of the masses under the pao-chia 
system, the building of forts, “the 
strengthening of walls and cleaning up the 
countryside,” and the encirclement of the 
Nien to force them into pitched battle. 
It was a slow and costly operation, but 
it worked. In 1868 Li Hung-chang sup- 
pressed the Nien rebels. The reader may 
be interested to know that Chiang Kai- 
shek was in large part employing Tseng’s 
strategy when he engaged in his fifth 
“encirclement and annihilation” campaign 
against the Chinese Communists in Kiangsi 
in 1933-1934. A Kuomintang general 
characterized this strategy as “pumping 
out the water to catch the fish.” Today 
this same strategy is being used against 
the Communist guerrillas in Laos and 
South Vietnam. 

The author’s presentation is somewhat 
repetitious, and his conclusions do not 
always follow from the evidence he offers, 
but he has employed many sources that 
have become available only recently and 
has shed new light on certain aspects 
of the origin, activities, and organization 
of the Nien. His book will be of interest 
to the serious student of nineteenth- 
century China. 

C. S. CHAO 

Research Associate 

Far Eastern and Russian Institute 

University of Washington 


ALEXANDER EcKSTEIN, with the assistance 
of Y. C. Yin and HEren Yin. The 
National Income of Communist China. 
Pp. 215. New York: Free Press of 
Glencoe, 1961. $6.75. 

This book is primarily for specialists in 
both (a) national income technicalities 
and (b) contemporary China. Professor 
Eckstein cites two previous works as 
inadequate. One, “by RAND under the 
direction of T. C. Liu,” is unpublished, 
hence rather esoteric. The other, W. W. 
Hollister’s China’s Gross National Product, 
is here decried as, for example, “ingen- 
ious but artificial . . . Hollister resorts 
to questionable expedients .. . assuming 
without indicating.” Professor Eckstein 
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claims that “as compared to Hollister and 
Liu we have set ourselves a much more 
modest task, namely that of constructing 
as detailed and methodologically and ana- 
lytically as soundly based accounts for one 
year as presently available data permit. 
Starting with this estimate for 1952... 
it is our hope to subsequently derive a 
series of national income estimates.” 

This looks rather like product differen- 
tiation among monopolistic competitors. 
The preparation of such a series, or even 
of one base-year, can hardly be considered 
a “modest task,” or more modest than 
Dr. Hollister’s attempt. And Professor 
Eckstein’s strictures against Dr, Hollister’s 
work risk incurring tu quoques against 
Professor Eckstein himself. For example: 
“The wage rates used by us... were 
drawn from a wide number of scattered 
fragments from which we estimated an 
average wage, taking into account such 
factors as the comparative importance of 
the plant or locality . . . and the context 
in which the quotation appeared” (p. 38). 
I am unable to ascertain by what sort 
of mathematics one “estimates” an aver- 
age; or by what methods of devination 
one takes into account “such factors as” 
those mentioned. 

Another example may be found on page 
62: “Totalling all of these hypothetical 
errors yields a margin of error in GNP 
[Gross National Product] ranging from 
about —6 to +13 percent.” Like all 
national income estimates this analysis 
is based on guesswork assumption at 
every step. Nowadays many economists 
are healthily skeptical about National- 
Incometrics in general. Often its practi- 
tioners wield conjointly the crystal ball 
in one hand and the slide rule in the 
other. Its most dubious use, it is com- 
monly felt, is for comparisons over time 
or between countries; but Professor Eck- 
stein has no great hesitation in starting 
another time series for China, or in setting 
side by side globalized guesstimations for 
India, the Soviet Union, and the United 
States as well. 

Useful to the general reader will be 
the treatment of specific items and the 
broad account of Communist China’s 
progress through the stages of reconstruc- 
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tion, planning, the “big push” and the 
great “leap forward.” Most recently, this 
last has fallen flat on its face, and all 
output, including statistics, has sadly 
declined in mainland China. 
E. Stuart KIRBY 

Professor of Economics 

University of Hong Kong 

Editor 

Contemporary China 


Lucyn W. Pye. Politics, Personality, 
and Nation-Building: Burma’s Search 
for Identity. Pp. xx, 307. New Haven, 
Conn.: Yale University Press, 1962. 
$7.50. 


In 1958-1959, Professor Pye intensively 
interviewed 79 leaders in Burmese politi- 
cal life concerning their own backgrounds 
and their personal political opinions; 34 
were government administrators, 27 were 
politicians, 18 were political critics—jour- 
nalists, educators, businessmen. These 
interviews are the basic research materia] 
of this book, but it is not a case study. 
One of a group of American political 
scientists convinced that the politics of 
the developing nations is not fully amen- 
able to analysis in the usual terms of 
Western political science, Professor Pye 
has applied to his subject not only the 
tools of his own academic trade, but a 
knowledge of psychology and anthropology. 

Like other former colonial countries, 
Burma has taken over the parliamentary 
and legal apparatus of Western democracy. 
But the leaders who are presumed to 
move the new nation toward better accom- 
modation with world culture—the admin- 
istrators and the politicians—find them- 
selves trapped between the pull of their 
traditional culture and the necessities of 
transition. The administrators, initially 
admiring the political legacy left them by 
the British, discover that the legacy is no 
panacea. The politicians, with even less 
acquaintance with modernization than the 
administrators, find themselves conspicu- 
ous failures. Professor Pye is particularly 
successful in describing the milieu in 
which the political leaders have to operate 
-—the air of suspicion and frustration and 
incipient violence, the lack of social insti- 
tutions to back up the political process, 
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the vacuum in communication, and the 
inability to form stable political organiza- 
tions. The political pattern in Burma is 
an engrossing struggle for power and then, 
when power has been won, an inability 
to use it. From one point of view, this 
is the political story of U Nu, who has 
been Premier in most of the years since 
Burma won her independence in 1948. 

I believe Professor Pye has. put too 
much emphasis on the assumed pattern 
of frustration of the child by the mother 
in the Burmese family relationship and 
that he dismisses too easily the constant 
threat of internal insecurity in Burma. In 
view of the Army takeover in March 1962, 
it is easy to see now that he might well 
have given more attention to the military. 
These, however, are minor weaknesses in 
a book which is a landmark in the analy- 
sis of modern Burma and a book which 
is at the same time one of a half-dozen 
significant contributions to our general 
knowledge of political culture among the 
new nations. 

PAUL BIXLER 

Librarian 

Antioch College 


Stsouk Na CHAMPASSAK. Storm over 
Laos: A Contemporary History. Pp. x, 
202. New York: Frederick A. Praeger, 
1961. $5.00. 


Although Sisouk Na Champassak penned 
the final paragraph of his contemporary 
history of his own land, Storm Over Laos, 
some months ago, it still represents the 
essence of wisdom to which his com- 
patriots at home, his colleagues in the 
United Nations, and his fellow laborers in 
the field of journalism all appear to be 
rallying: Laos has suffered battles, revolu- 
tions, copious blood baths, coups d'état, 
and invasions during the seventeen years 
since the tiny kingdom’s liberation; it 
is high time that a measure of peace 
returned to the land, but it must not be 
“a peace in the darkness ofthe Com- 
munist world.” We may subscribe to 
these conclusions. We may also be glad 
to have this guide through the tortuous 
events leading up to the present situation 
in Laos. Sisouk Na Champassak has 
written the indispensable background story. 
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With the exception of its unfortunate 
lack of an index, which would immeasura- 
bly improve a work so filled with strange 
names, furious events, and rapidly chang- 
ing political groups, Storm Over Laos does 
not betray the speed with which it must 
have been composed in order to meet a 
need for information about this latest 
danger spot on the periphery of com- 
munism. There is a good map where one 
may find the three or four crucial strategic 
meeting places between the Vietminh in-' 
vaders and their Laos sympathizers, the 
Pathet Lao, on the one hand, and the 
traditional Laotian forces of conservatism, 
or of neutralism, or of “pro-Westernism,” 
on the other. One may also note the 
position of the various capital cities, the 
traditional capitals of Vientiane and of 
Luang Prabang, and the makeshift capital 
of Savvanakhet, which was called upon to 
be the seat of the legal government when 
an army captain with only a battalion 
of parachutists took over Vientiane and 
ousted all who opposed him between 
August and December of 1960. Portraits 
and group photographs of the men who 
act in the almost incredible scenes of vio- 
lence and apathy which make up their 
strange, modern yet medieval, oriental yet 
Balkan way of life definitely contribute 
to the informative value of Storm Over 
Laos. And the author’s style is clear, 
comprehensive, and as exact as the run- 
ning account of a series of events in which 
he himself took part can be. 

Sisouk Na Champassak was born an 
aristocrat, educated in the Western tradi- 
tion, as well as in that of his people, and 
destined to hold ministerial posts at home 
and the exacting job of Laotian repre- 
sentative to the United Nations. It is 
not to be imagined, therefore, that he can 
approve any measures which might lead 
to the ruin of his country by communism, 
or to its eclipse behind the Bamboo Cur- 
tain of a North Vietnamese or Chinese 
control. What he has to say about 
the menace of Red China is perhaps his 
clearest expression of Laotian nationalism. 
Red China, Sisouk Na Champassak con- 
tends, is using two powerful levers, com- 
munism and nationalism, maintaining the 
latter in Asia in the form of hatred toward 
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the Europeans—including the Americans. 
Red Chinese propaganda insists that all 
the ills of Asia come from capitalist 
Europe, which strives to turn Asia into a 
“market” and the Asians into “slaves.” 
In his own way, as an activist, the author 
has contributed to the establishment of a 
more enlightened nationalism in Laos, for 
he is one of the founders of the Commit- 
tee for the Defense of National Interests 
(CDNI). His book is a fascinating ac- 
count of the interplay between the new 
parties, the old traditions, the intruding 
foreigners, and neutralism, which last may 
be the key to the future of his country. 
WILLIAM L. Smyser 

Professor of Social Studies 

West Chester State College 

Pennsylvania 


Enpre Six. Histoire de Vafrique noire, 
Tome I. Pp. 406. Budapest: Publish- 
ing House of the Hungarian Academy 
of Sciences, 1961. No price. 


“Afrique noire” in this title does not 
mean what French writers used to mean 
by it—their country’s possessions in 
Africa south of the Sahara. Mr. Sik ex- 
plains that he finds the phrase preferable 
to “Negro Africa,” which to him smacks 
of racialism, and which he apparently 
thinks is used by racialists to refer to all 
indigenous Africans. He himself discusses 
‘Egypt, Ethiopia, Madagascar, and sub- 
Saharan Africa, and takes their story up 
to the end of the nineteenth century. It 
is divided into four epochs of universal 
history: the time before European in- 
trusion; the epoch of “primitive accumu- 
lation”—the slave trade; the period of 
industrial capitalism; and that of the 
transition from capitalism to imperialism. 
He does not, however, analyze the events 
he describes in terms of Marxist theory. 
His explanatory principle is much simpler 
—the calculating wickedness of Britain, 
France, and Germany, but particularly 
Britain. 

It would take an Iron Curtain expert 
to judge whether anything in this book 
departs from standard practice. To a 
reviewer with Western notions of scholar- 
ship, its fundamental weakness seems to 
be the personification of nations, so that 
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conflicts of opinion and vacillations of 
policy are all ascribed to the deliberate 
concealment of deep-laid designs, and 
whatever happened is assumed to have 
been planned. One cannot guess whether 
the writer has read, or expects his readers 
to read, the immense bibliographies at- 
tached to every section, but he gives no 
indication that all the books he lists do 
not give the same version of the facts. 

British relations with the Boers receive 
a good deal of attention. The Boers are 
classed with the Africans as oppressed 
peoples fighting for their freedom; indeed, 
at one time they would have joined with 
Moshesh to resist the British, but were 
stopped by the Sand River Convention. 
One wonders how the Afrikaners will be 
treated in the second volume. 

The final chapter mentions more wars 
of liberation than this reviewer had ever 
heard of, and interprets every simultane- 
ous rising of more than one tribe as a 
concerted action. The ethnographic in- 
formation is on the level of “Women 
are obtained in exchange for cattle” or 
“They are polygamous but do not buy 
their wives.” 

Lucy Mar 

Reader in Applied Anthropology 

London School of Economics 


ARNoxtp Rivkin. Africa and the West: 
Elements of Free-World Policy. New 
York: Frederick A. Praeger, 1962. 
$5.00 clothbound; $1.95 paper-bound. 
The author of this significant and stimu- 

lating volume is director of the Project on 

African Economic and Political Develop- 

ment at the Center for International 

Studies, Massachusetts Institute of Tech- 

nology. He is at this time one of the 

leading authorities in the world on the 
subject of economic development in Africa. 

Several of the chapters in the present 

volume appeared previously in American 

and British journals. À 
At the outset, the author notes the 

manifest preoccupation of today’s African 

leaders with questions of economic and 
technical development and their determi- 
nation to achieve substantial economic 
growth by one means or another with 
any outside support they can gather. 
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The forced pace of development renders 
Soviet, more generally Communist, au- 
thoritarian techniques attractive, and 
seemingly relevant, to the new leaders. 
The author warns that dependence of 
newly established states upon Communist- 
bloc aid will enhance the latter group’s 
influence on the continent. “Once com- 
mitted to authoritarian techniques of plan- 
ning, underdeveloped countries would find 
it hard to cut loose from Communist 
planning concepts, technology, trade, and 
aid.” To this reviewer, the threat is 
painted too emphatically, but it would not 
be wise to treat it as nonexistent. 

Reviewing the aid and assistance poten- 
tial of the United Nations and affiliated 
agencies, Professor Rivkin notes that the 
world organization has “slipped into an 
aid philosophy of a little bit for every- 
body.” Questions of. ability to absorb 
aid, of concentration of economies ap- 
proaching a breakthrough to self-sustaining 
growth, and of relative priorities of dif- 
fering sectors in development plans “have 
been submerged by the drive to demon- 
strate the universality of the U.N. pres- 
ence.” There is also a great deal of waste 
inherent in parallel development planning 
between the United Nations and the sev- 
eral programs being undertaken by the 
former colonial powers. 

In view of the United Nations’ evident 
inadequacies in the aid and development 
sector and in a response commensurate 
with the immensity of the challenge, 
Professor Rivkin proposes that already 
established and operating facilities, de- 
veloped by the metropolitan powers 
and their former or remaining colonies, 
should be utilized to fuller advan- 
tage. He envisages a system, somewhat 
modified, in the order of the one created 
by the European powers in conjunction 
with the Marshall Plan of 1948. The 
special advantages of such an Afro- 
European system would be that skills, af- 
finities, and communication channels which 
have been developed over a long period 
of time would not be cast aside in favor 
of untried and unproven experimental 
arrangements, Most important, such a 
system would not only be founded on 
the universally recognized economic inter- 
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dependence of Europe and Africa, but also 
upon the “complementary national inter- 
est of the United States in the economic 
development of Africa and in the economic 
strength of Western Europe.” Of course, 
numerous obstacles may prevent such a 
project from becoming airborne. But that 
does not detract from Professor Rivkin’s 
credit for suggesting that colonial rela- 
tionships need not in their entirety be 
earmarked for the trash bin of history. 
Henry L. BRETTON 
Department of Political Science 
University of Michigan 


AMERICAN GOVERNMENT 
AND HISTORY 


Norman Tuomas. Great Dissenters. 
Pp. 220. New York: W. W. Norton, 
1961. $4.00. 


Norman Thomas is well past seventy 
now but continues to confound the Philis- 
tines by aiding and abetting the unpopular 
and unorthodox causes. By now, however, 
even the “Establishment” does not seem to 
mind; Thomas is the “respectable rebel” 
of a recent biography, yet his public 
remarks are as pertinent as ever. This 
book, in a sense a part of his historical 
development, is a sincere and simple crit- 
ical tribute to five great men. 

“When I look at history,” he writes, 
“J find myself thinking of men like Luther, 
Calvin, Karl Marx—even our own Gene 
Debs—less as dissenters than leaders of 
movements which soon established their 
own conformities.” In too many cases, 
naturally, upheavals have come to mean 
one set of masters being exchanged for 
another. The five dealt with in this book, 
Socrates, Galileo, Thomas Paine, Wendell 
Phillips, and Gandhi, were exceptions 
inasmuch as none of these men ever 
tried to develop a self-perpetuated, highly 
subordinated, organized mass movement. 
Each one stood alone. 

For Socrates, Norman Thomas’ enthusi- 
asm is “qualified” inasmuch as the Greek 
never repudiated either the slavery or the 
universal violence of his time. Still, he 
writes that no saga in the entire annals 
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THE PARADOXES OF FREEDOM Sidney Hook 


Professor Hook argues for the existence of plural human rights 
which potentially, and sometimes actually, conflict with each 
other. He denies that the language of Jefferson and the Con- 
stitution can be construed literally, or that it was intended to 
be so construed, in independence of common sense and his- 


torical presuppositions. $4.95 
PUBLIC ENTERPRISE ECONOMICS AND 
TRANSPORT PROBLEMS Tillo E. Kuhn 


The methods of private enterprise and economic efficiency can 
be used in the public services, which are assuming an ever in- 
creasing responsibility for carrying out functions unsuitable to 
private enterprise. $5.00 


LABOR IN DEVELOPING ECONOMIES Edited by Walter Galenson 


This book is an analysis of the growth of labor institutions, 
practices, and problems in seven countries undergoing eco- 
nomic development. The material is presented by five Ameri- 
cans who have firsthand knowledge of the areas about which 


they write. $6.00 
THE EDUCATION OF A RUSSIAN STATESMAN 
The Memoirs of Nicholas Karlovich Giers Charles and Barbara Jelavich 


The memoirs of a nineteenth-century Russian foreign minister 
provide an unusually authentic sampling of tsarist thinking as 
well as a description of life in Russia and the Danubian prin- 
cipalities at the time. $6.00 


IRAN 
Political Development in a Changing Society Leonard Binder 


The author evaluates basic Iranian political assumptions, de- 
scribes the strength and weaknesses of the present govern- 
ment and devotes concluding sections to modern social struc- 
ture and the dynamic forces in the Iranian political system. 

$7.50 


MODERN ISLAM 
The Search for Cultural Identity G. E. von Grunebaum 


The modern Muslim community in a period of radical self- 
analysis and self-evaluation after'a century of intense contact 
with the West offers a fascinating picture of a culture in trans- 


formation. $7.50 
THE ASIAN CENTURY 
A History of Modern Asian Nationalism Jan Romein 


A chronological account of the evolution of nationalism in 
Asia that is, “frankly anticolonial and written more or less from 
the Asian point of view because only in this way can one hope 
to explain Asian Nationalism, the most important movement 
thus far of our century.” $7.50 
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ESPECIALLY RECOMMENDED 
PUBLIC POWER IN NEBRASKA 


A Report on State Ownership 
By Robert E. Firth 
Although Nebraska became the only “all public power” state in the nation 
three decades ago, this is the first definitive account of its history and develop- 
ment. Dr. Firth also provides a forthright discussion of current policy ques- 
tions besetting the system. 402 pp. $6.00. 


THE YEAR WE HAD NO PRESIDENT 


By Richard H. Hansen 
Foreword by Senator Estes Kefauver 


A study of the power vacuum problems created by the temporary inability of 
the President. The author suggests proposals for insuring continuity of 
leadership. 182 pp. $3.50. (Paper, $1.60.) 


HUMAN NATURE IN POLITICS 


By Graham Wallas 
Introduction by A. L. Rowse 
“The work stands alone and has a large value for the students of politics.” 


(American Library Association Bulletin). An indispensable collateral reading 
text. $1.40. 
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of western civilization—except the Christ 
story—has ever exerted such widespread 
influence. He admires Thomas Paine un- 
qualifiedly. Paine was one of the earliest 
to move for small, humane remedies for 
large crimes; he was against cruelty 
to animals, slavery, and dueling. And 
Thomas wonders how some of Wendell 
Phillips’ shibboleths might have stood the 
test of time. How would Phillips have 
coped with the Soviet corruption of the 
dream of internationalism—‘or of our 
own version of democracy caught in the 
garrison state’? And would Phillips have 
supported “any war after Hiroshima as he 
supported the war which freed the slaves”? 

This is a fine book with which to shake 
the complacent. 

Murray POLNER 

Lecturer, Contemporary Civilization 

Queens College 

Flushing 

New York 


Preston J. Hussard. Origins of the 
TVA: The Muscle Shoals Controversy, 


1920-1932. Pp. ix, 340. Nashville, 
Tenn.: Vanderbilt University Press, 
1961. $6.00. 


This carefully documented and well- 
organized account of the issues, the de- 
bates, and the political maneuvering which 
became known as the Muscle Shoals con- 
troversy, closes with the passage of the 
Tennessee Valley Authority Act of 1933. 
The controversy developed shortly after 
the end of World War I. It had its 
origin in a provision of the National De- 
fense Act of 1916 which stated that a 
plant, later built at Muscle Shoals, Ala- 
bama, to provide nitrates for munitions 
of war should in peacetime be used by the 
government for the production of nitrates 
for fertilizer and national defense. The 
Wilson administration recommended that 
a government corporation be organized to 
operate the Muscle Shoals properties of 
the federal government. The Senate and 
the House both scheduled hearings on this 
proposal in the spring of 1920—and the 
fight was on. 

Preston J. Hubbard has given us an 
excellent case example of the controversy 
that so often surrounds the formulation 
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of public policy. The discussion stemming 
from the Congressional hearings—which 
was first that of public or private opera- 
tion of the chemical plant, the central 
theme of the Muscle Shoals controversy 
—soon shifted from fertilizer to water 
power. As the Congressional debate 
broadened and legislative proposal fol- 
lowed legislative proposal, the really im- 
portant struggle, as the author points out, 
was over who should develop the resources 
of an entire river system—the federal 
government or private interests. In that 
context the Muscle Shoals issue was used 
by the group of Progressives in Congress, 
led by George W. Norris, to establish a 
prototype for regional resource develop- 
ment that has had great influence in this 
country and throughout the world. Hub- 
bard shows clearly that it was essentially 
the Norris plan for settling the Muscle 
Shoals controversy which became the Ten- 
nessee Valley Authority (TVA) in 1933. 
Professor Hubbard’s study is made more 
readable by his interesting treatment of 
the institutions and personalities involved. 
The sensational offer by Henry Ford to 
relieve the government of its white ele- 
phant; the action of the American Farm 
Bureau in endorsing the Ford offer; the 
role of the Alabama Power Company in 
forcing the withdrawal of that offer—all 
appear in sequence. Across the stage also 
pass Herbert Hoover, cast first as Secre- 
tary of Commerce and then as President, 
Fiorello H. LaGuardia, Carroll Reece, 
Gifford Pinchot, Lester Hill, and many, 
many others, The position taken by some 
participants, in the traditional manner of 
politicians, was obscured by conflicting 
statements. Senator Kenneth McKellar 
was not alone in moving from one side 
of the issue of public operation of Muscle 
Shoals to the other. Hubbard’s view of 
the facts of the controversy is impres- 
sively objective, but he makes no effort 
to conceal his admiration for the patience, 
skill, and vision of Senator Norris of 
Nebraska, whose own constituency was so 
far removed from the scene of the conflict. 
The decision of 1933 is in evidence at 
Muscle Shoals today. The old chemical 
facilities have been improved and enlarged, 
and TVA’s fertilizer-munitions program is 
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organized to serve agriculture and asso- 
ciated industry in every major farming 
region in the United States. The Muscle 
Shoals plants were the major source of 
supply of the phosphorus used by the 
United States armed forces in both World 
War II and the Korean conflict. New 
turbines have been added at Wilson Dam, 
but the production there accounts for less 
than 4 per cent of the total output of 
electricity of the huge public power sys- 
tem. To the South, the Alabama Power 
Company has tremendously increased its 
own generating capacity, and the Ford 
Motor Company has recently built a 
manufacturing plant at Muscle Shoals, 
Lawrence L. DURISCH 
Government Relations and 
Economics Staff 
Tennessee Valley Authority 


Stuart Gerry Brown. Conscience in 
Politics: Adlai E. Stevenson in the 
1950s. Pp. xi, 313. Syracuse, N. Y.: 
Syracuse University Press, 1961. $4.50. 
Stuart Gerry Brown, in his Conscience 

in Politics: Adlai E. Stevenson in the 

1950’s, undertakes to pull together in a 

single comprehensive statement the public 

philosophy of Mr. Stevenson as revealed 
in his campaign speeches, public addresses, 
and published writings during the period, 

1952-1960, when he was the leader of the 

Democratic party. Brown describes his 

book as an “essay in the politics of na- 

tional leadership” as illustrated in the case 
of Mr. Stevenson. The study is restricted 
to the public materials bearing on the 
subject; no attempt has been made to 
examine the private correspondence of 
the principals, to interview the party 
leaders involved in the story, or to get 

“inside?” information or the story behind 

the story, 

The procedure is to analyze Steven- 
son’s speeches—quoting liberally—concern- 
ing such public questions as the presidency, 
democracy, civil rights, McCarthyism, 
foreign affairs, national defense, partisan- 
ship, party responsibility, and party unity. 
Throughout, the author compares, almost 
point by point, parallel policy statements 
by Mr. Stevenson and Mr. Eisenhower. 
The juxtaposition of the published state- 
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ments of the candidates is well designed 
to show the amazing differences in the 
intellectual processes and the general at- 
titudes of the two men. Rarely has the 
gap between presidential candidates been 
greater, 

What makes the book valuable is the 
fact that it has drawn together in one 
place—with appropriate commentaries—a 
remarkable series of public papers and 
statements by one of the most distin- 
guished Americans of all time. Though 
Mr. Stevenson did not become president 
he has made an enduring impression on 
the whole American community. His im- 
pact on the Democratic party ranks with 
that of the greatest political leaders. 

When the Stevenson material is seen as 
a unit, two impressions stand out more 
vividly than they might otherwise. First 
is his concern for ideas about party re- 
sponsibility and party unity. His con- 
sciousness of the importance of party 
unity accounts for the shape of much of 
his public policy. In the second place, to 
read these materials once more is to be- 
come aware again of Stevenson’s absorp- 
tion in the problems of political morals. 
He recalled his generation to its public 
duty. 

E. E. SCHATTSCHNEIDER 

Professor Emeritus of Government 

Wesleyan University 


James A. Rosson. Congress and For- 
eign Policy Making: A Study in Legis- 


lative Influence and Initiative. Pp. x, 
262. Homewood, Ill.: Dorsey Press, 
1962. $5.50. 


This is a solid, perceptive book which 
really says something about its two major 
themes: “one, that Congress’ influence in 
foreign policy is primarily (and increas- 
ingly) one of legitimating and amending 
policies initiated by the executive to deal 
with problems usually identified by the 
executive; and second, that one of the 
key reasons for this development lies in 
the changing character of the information 
or intelligence needed in modern policy- 
making” (p. v). The volume is a persua- 
sive addition to the slim shelf of scholarly 
literature on the role of Congress in the 
formation of United States foreign policy. 
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The analysis goes from 1933 to 1961, but 
with predominance on the more recent 
period—Chapter Three, for example, deals 
with the Monroney resolution to consider 
forming an International Development 
Association. 

Now and then, one feels that the au- 
thor’s approach may discount the influence 
of individuals or personality—note Chap- 
ter Four on “Congressional Initiative in 
Foreign Policy: A Case Study versus a 
Universe of Data”—or that his methods 
may not catch certain hard-to-regain 
encounters of legislators and executives. 
But this would be misleading. At some 
length, he discusses the role of Senators 
Fulbright, Johnson, and Mansfield. Im- 
pressed by Johnson’s leadership, he says, 
“There is a touch of irony in the fact 
that one who made his reputation as an 
effective legislator should in the end, by 
leaving the institution, cost the Senate 
dearly in terms of its influence” (p. 216). 
Professor Robinson takes into account, 
but not exhaustively, the fact that in 
1954-1960, different parties were in con- 
trol of the White House and The Hill. 
He notes, “Divided government may 
strengthen bipartisanship” (p. 211). 

The concluding chapter, “Congress, For- 
eign Policy, and the Future,” merits very 
serious contemplation. If, as is said, the 
executive cannot find time for long-range 
thinking and projection, perhaps the Con- 
gress can gain strength in this direction 
for the national welfare. The author ap- 
pears to be mildly critical of these Con- 
gréssional efforts to date, but not despair- 
ing. When I worked with the Senate 
Foreign Relations Committee, I was al- 
ways intrigued about the relationship of 
“the two bodies.” There is, I am told, 
evidence of intramural warfare. I hope 
that Professor Robinson will give us soon 
a specialized study on his views of the 
influences these tensions may have on the 
future role of the Congress in foreign 
affairs. I sense that it may be decisive 
to the two themes of his book. 

Ricwarp H. HENDEL 

President 

Pratt Institute 

Brooklyn 

New York 
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Wuıam V. D’Antonio and Howard J. 
Euriicu (Eds.). Power and Democ- 
racy in America. Pp. xvii, 181. Notre 
Dame, Ind.: University of Notre Dame 
Press, 1961. $4.50. 

This is an engaging book, a stimulant 
to thought and discussion, which considers 
from several points of view the relation- 
ship between democracy and the world of 
power politics. No attempt is made at 
completeness, but there are perspicacious 
comments on the nature of the problem, 
on democratic theory, and on recent re- 
search in this area. The three major 
papers—by Professors Drucker, Miller, 
and Dahl—were delivered at a recent sym- 
posium held at Notre Dame University, 
and from the evidence presented here it 
must have been a lively and interesting af- 
fair. The discussion itself, edited with skill 
and imagination, attempts to clarify the 
attitudes of the panelists on such topics 
as conceptualizing power, ideological focus, 
alienation, power-relations in a democracy, 
effectiveness of government, methodology, 
ethics, and justice. There is less agree- 
ment among the panelists, particularly on 
community analysis, than one might have 
expected. A final chapter by the editors 
considers in general terms the concepts of 
democracy, power, and freedom. The 
framework for further discussion is here: 
the basic presentation of views; an analy- 
sis of the issues; questions relating to 
research and methodology; the problems 
of the future—all ordered in such a 
fashion that discussion can be continued 
in other seminars and colloquies. 

In the first of the three principal essays, 
Professor Drucker sets the stage with an 
illuminating survey of the tremendous 
changes in the structure of political power 
which have occurred in the present cen- 
tury, both nationally and internationally. 
Professor Miller, less historically minded, 
makes assumptions about the nature of 
the community in former times which his 
copanelists think misleading, and they 
also criticize his use of the reputational- 
associational method for identifying the 
influential people in a community. In 


- Professor Dahl’s view, this method leads 


to finding a monolith of power because 
one assumes a monolith to exist. His 
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interest in the question of who actually 
influences political issues leads to the 
conclusion that there is a pluralistic pat- 
tern of influence rather than a ruling elite; 
the political system is neither a democ- 
racy “in which citizens share equally in 
all important decisions nor an oligarchy 
ruled by an elite” but contains elements of 
both. 

The different approaches also result in 
spectacular differences of opinion on the 
identity of groups which will be influential 
in the future. Whereas Professor Miller 
finds the workers standing “in opposition 
to the leviathan,” Professor Dahl believes 
that the labor movement has neglected the 
local community, and Professor Drucker 
predicts that the new power groups in the 
next ten or fifteen years will be the public 
administrators, the educators, and the 
armed forces, 

RoLAND YOUNG 

Northwestern University 


J. Stevan DUPRÉ and SANFORD A. LAKOFF. 
Science and the Nation: Policy and 
Politics. Pp. x, 181. Englewood Cliffs, 
N. J.: Prentice-Hall, 1962. $3.95 cloth- 
bound; $1.95 paper-bound. 


This is an important and useful book. 
It is important because it deals with a 
subject of obvious timeliness and one 
on which the literature is yet very scanty. 
It is useful because it is comprehensive, 
succinct, and very readable. The authors 
describe the relationships of government 
to science as these have developed since 
about 1945, bringing together information 
that until now was largely scattered among 
government reports and numerous periodi- 
cal sources. The subject is obviously much 
too complex to be treated adequately in a 
brief volume, and many problems had 
to be left unanlyzed. Yet one gets the 
feeling that the authors speak competently 
and with authority, and that they have 
selected and organized their material 
wisely. Throughout, they recognize the 
complexity of the issues and situations 
with which they deal. From their study 
they conclude most significantly (p. 172): 
“In the sponsorship: of research, public 
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and private institutions are linked in a 
partnership that seems to be permanent; 
in political decisions affecting science, 
technical advice and policy-making go 
hand in hand. These two developments 
lie at the heart of what may be called 
the American experience of the scientific 
revolution.” 

The weakest chapter is that dealing 
with the universities and government. It 
seems to minimize the fact that in quan- 
tity, if not in quality, higher education has 
long been dominated by public institutions 
which have had long-standing relation- 
ships with the political process. At times, 
for instance, the authors seem to be un- 
aware of the history of United States 
Department of Agriculture-Land Grant 
College relations and of the lessons gained 
by this experience. In this chapter, too, 
the authors are a little too ready to ac- 
cept the claims of the universities for re- 
imbursement of so-called “overhead” costs, 
failing to recognize the extent to which 
overhead is a matter of fiat and not jus- 
tice. The increase in academic bureauc- 
racy at higher levels, often made possible 
by overhead charges, is looked on with 
suspicion, if not fear, by many teaching 
and research faculty members. 

Finally, I am uneasy about the tend- 
ency to talk about “scientists” in the 
same vein that one used to talk about 
“the public” until Walter Lippmann sug- 
gested that there are many publics involved 
in the governmental process, In this con- 
nection, too, I wonder whether the study 
might not have benefited from a some- 
what greater awareness of group theory 
as a basis for understanding the role of 
the scientists. Perhaps some of the simple 
decision-making models might have clari- 
fied the issues more effectively and avoided 
the implications that somehow the politi- 
cal-process issues in the field of govern- 
ment and science are unique. But perhaps 
in these areas lies the substance for future 
studies. That these are needed this book 
makes abundantly clear, 

Norman WENGERT 

Chairman 

Department of Political Science 

Wayne State University 
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SAMUEL P. Huntincton (Ed.) Changing 
Patterns of Military Politics. (Interna- 
tional Yearbook of Political Behavior 
Research, Vol. 3.) Pp. 272. New 
York: Free Press of Glencoe, 1962. 
$7.50. 


If the seven essays which constitute this 
volume range over a wide variety of sub- 
jects and lack a common methodology, 
they all nevertheless share a common con- 
cern, Each tries to contribute to an 
understanding of present-day problems re- 
sulting from the unprecedented destruc- 
tiveness of modern weapons, the unprece- 
dented size and influence of our military 
establishments, and what might be called 
the status revolution of the military 
profession. The editor brings several 
disparate approaches together under the 
rubric “military politics,’ and to be sure 
all the essays have political implications 
to some degree. Only one, however, is 
directly and mainly concerned with the 
political activities of the military. Martha 
Derthick in her essay, “The Militia Lobby 
in the Missile Age—the Politics of the 
National Guard,” uses records that have 
not hitherto been available to researchers 
to trace the history of the political activi- 
ties of the National Guard Association and 
to analyze it as a pressure group. 

Two of the essays, Harold D. Lasswell, 
“The Garrison State Hypothesis Today” 
and David C. Rapoport, “A Comparative 
Theory of Military Political Types,” are 
suggestive theoretical approaches. Rapo- 
port identifies two basic types of civil- 
military systems, the civilian and military 
state of Western society and the praetorian 
state, and analyzes in some depth a third 
basic type, the nation-in-arms. 
comment could do justice to Lasswell’s 
insights but, baldly stated, his conclusion 
is that the “garrison state hypothesis,” 
which he advanced over twenty years ago, 
still provides a probable image of the past 
and future of our times. “The master 
challenge of modern politics, therefore, is 
to civilianize a garrisoning world.” 

Two of the essays illustrate the new 
emphasis on the strategy of internal war. 
Huntington analyzes on a comparative 
basis the role of revolutionary wars and 
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coup d’étais as vehicles of political 
changes in -the developing areas. In a 
very revealing essay, Raoul Giradet at- 
tempts to explain the French army’s 
role in the background of the crisis of 
May 13, 1958 by tracing its repudiation 
of the old principles of nonintervention 
in politics and passive obedience and the 
rise of the new doctrine of revolutionary 
war after the Indo-Chinese experience. 
This background makes more understand- 
able what is otherwise extremely baffling 
about the army’s role in the current 
Algerian crisis. On a less phrenetic plane, 
but nevertheless interesting, is the socio- 
logical data presented by Philip Abrams 
in “Democracy, Technology, and the Re- 
tired British Officer.” 

If the essays by Abrams and Giradet are 
useful in understanding behavior patterns 
among the military in England and France 
today, Laurence I. Radway contributes to 
our understanding of military behavior in 
an international organization, the North 
Atlantic Treaty Organization’s Defense 
College. Basing his observations prima- 
rily on personal interviews and unpub- 
lished memoranda, he concludes that rela- 
tions among officers assigned to the College 
were strained by political disagreements, 
national pride, and different cultural 
traditions. 

The value and interest of this book is 
enhanced by Huntington’s addendum on 
“Recent Writing in Military Politics.” 
The critical comment and the arrangement 
of the entries are such that this bibliogra- 
phy constitutes in effect a commentary 
not only on what has been done, but on 
what needs to be done in the field. 

Harry L. Coes 

Professor of History 

Ohio State University 


AARON Wipavsxy. Dixon-Yates: A 
Study in Power Politics. Pp. xx, 351. 
New Haven, Conn.: Yale University 
Press, 1962. $6.75. 

It all started when Memphis, Tennessee, 
developed a need for more electric power. 
For this, the Tennessee Valley Authority 
(TVA) would require funds for another 
steam plant, which the administration 
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would not allow, or energy from private 
companies, which TVA was not willing to 
buy, at least at the prices asked. Private 
companies balked at building a plant at 
Paducah, Kentucky, for the Atomic Energy 
Commission (AEC) to release the power 
that the AEC was drawing from TVA. 
The solution offered was for the AEC to 
contract for a plant near Memphis, to sup- 
ply that city, while the AEC continued to 
draw from TVA. Private power officials— 
including Dixon—expressed dislike for this 
indirect approach, but the Budget Bureau 
made the decision. Eisenhower ordered 
a reluctant AEC to proceed. Adolphe H. 
Wenzell, of the First Boston Corporation, 
had been employed by the Budget Bureau 
for a short time to assist in the power 
problem. ‘Later, First Boston took part, 
without fee, in financing the project. 

The whole matter was an episode in the 
struggle between public and private power. 
The indirect approach in the terms of the 
contract and blunders of Eisenhower and 
his advisers made the agreement a sitting 
_ duck for political attack. In the end, the 

project was torpedoed when Memphis of- 

ferred to build its own plant. The ad- 
ministration, which had originated the plan 
and had employed Wenzell, ended by 
carrying through the Supreme Court a 
denial to the contractors of reimburse- 
ment for expenses incurred. The Court, 
six to three, found in Wenzell’s participa- 
tion a “conflict of interest.” While recog- 
nizing the logic of the majority interpreta- 
tion of the statutes, the author finds the 
decision harsh. Wenzell was not a Dixon- 
Yates employee, and Dixon in engaging 
First Boston had raised the issue with 
_high government officials, who had not 
seen fit to take any action. Throughout, 
government administrators had known all 
the facts. 

The author finds no evidence of cor- 
ruption, but much self-righteous dogmatism 
among the devotees of both public and 
private power, blinding some of the par- 
ticipants to the appearance of their ac- 
tions. Fortunately, the records reveal the 
whole of the proceedings in detail. The 
author’s final chapter, “Why Dixon-Yates 
Lost,” is written in a spirit of moderation 
and can be read with profit not only by 
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those who have seen the controversy as 
simple black and white, but by all students 
of governmental processes. 
W. Reep West 
Emeritus Professor of Political 
Science 
George Washington University 


RICHARD A. WASSERSTROM. The Judicial 
Decision: Toward a Theory of Legal 
Justification. Pp. 197. Stanford, Calif.: 
Stanford University Press, 1961. $5.00. 


One of the most fundamental questions 
in jurisprudence is how the judges ought 
to decide cases. Once an answer is given, 
it then becomes inextricably related to 
almost every other problem of legal 
thought. Yet the bare statement of this 
truism does not mean that legal philoso- 
phers have always recognized it. Pro- 
fessor Wasserstrom thinks that legal 
philosophy in America has been explicitly 
empirical rather than normative. Legal 
philosophers have been concerned more 
with advancing proposals for the study of 
the law than they have with developing 
procedures which ought to be used to 
decide cases. . Accordingly, Professor 
Wasserstrom attempts to evaluate the 
contributions of recent schools of legal 
thought to this fundamenta! problem of 
jurisprudence. 

When taken all together, his analyses 
show that neither legal realism nor socio- 
logical jurisprudence, nor pragmatic juris- 
prudence, nor a jurisprudence of interests 
has contributed much to the elucidation 
of this problem. The advocates of these 
movements for legal reform have stated 
imprecisely why they regard certain kinds 
of decisional procedures as undesirable. 
Thus, for example, those who depreciate 
logic as a basis for a deductive procedure 
of decision frequently confuse the formal 
validity of logical propositions with their 
material desirability. They do urge the 
judges to be “realistic” and admit the 
subjectivity of judicial judgment, but they 
do not clarify the process by which a 
judge ought to choose a rule for use. 
Similarly, those who favor an intuitive 
procedure of decision appeal to the equity 
or justice of the result, but they do not 
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make explicit the independent rational 
standards which justify the rule. 

Professor Wasserstrom argues that many 
of the critics of judge-made law have 
not kept distinct the process whereby a 
judicial decision is reached and the proc- 
ess by which the conclusion is justified. 
He therefore advances a two-level pro- 
cedure of decision which, he thinks, avoids 
the defects of precedent and equity be- 
cause it requires the judge to consider 
both the principles which justify decisions 
and the criteria by which particular 
conclusions and the procedures of dis- 
covery may be evaluated. 

The most gifted of American judges 
have had a philosophic interest in the 
law. Men like Holmes and Cardozo both 
believed that the light of philosophy could 
illumine the paths to justice. Both be- 
lieved that judging is a rational process 
in which rules are working hypotheses 
subject to independent verification and 
objective valuation. By means of such 
a process, Cardozo said, the courts take 
their part in making vocal and audible the 
ideals and values that might otherwise be 
silenced. Professor Wasserstrom’s study 
demonstrates clearly that behind the 
“calls” for a new jurisprudence there has 
been a persistent belief in the value of 
reason in law. 

Henry M. Ho.anp, Jr. 

Associate Professor of Government 

State University College 

Geneseo 

New York 


M. J. C. Ve. The Structure of American 
Federalism, Pp. viit, 206. New York: 
Oxford University Press, 1961. $4.00. 
The structure and mood of this essay 

suggest that Professor Vile, of the Uni- 

versity of Exeter, wrote primarily for 
readers who have not lived under our sys- 
tem. It will be read with great profit by 

Americans who give some careful thought 

to Professor Vile’s main propositions and 

sharper observations. The book attends to 
more than what Americans have included 
in their stricter use of the term “federal- 
ism.” This is an essay about “distributed 
self-government” (my term), about the 
manifold and varying relationships that 
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unite our national, state, and local govern- 
ments into one governmental system. To 
identify, characterize, and explain the sig- 
nificant integrating relationships, Professor 
Vile develops a set of propositions too in- 
clusive to be called a thesis; perhaps we 
may say that he sets forth a general theory 
of American federalism. I will not take 
the risks involved in reducing it to a 
summary statement. Here are some of 
the principal ideas. 

A great virtue of our governmental sys- 
tem is that thoughout our history we have 
been able to pass our problems of public 
policy—the tough problems, the hot issues 
—back and forth among national, state, and 
local centers of authority. We do this in 
response to a sensitive reading of states of 
mind, the location of groups most insistent 
in demands, and the strategy of proponents 
and opponents of alternative policies. Our 
entire governmental, political, and social 
structure is fashioned for this grand method 
of governing. Congressmen are always 
ready to seek a solution in national law, 
or to leave the problem to the states, or 
to provide for a scheme of national-state- 
local co-operative effort—whichever solu- 
tion promises to alleviate current demands 
and avoid a build-up to future trouble. 
‘Our political parties—undisciplined by pas- 
sionate ideological commitments and each 
a loose-jointed association of voters and 
leaders of groups of voters—favor rather 
than impede such behavior. The separation 
of powers in the national government 
facilitates the result; presidents and Su- 
preme Court judges have had an eye to 
a peaceful public mind and a stable polit- 
ical system in making their decisions about 
where the authority to deal with a pressing 
problem ought to lie. The distribution of 
attachments to particular interests among 
the population geographically—sectionalism 
—and on other bases—pluralism—insures 
the success of this grand strategy. And 
the Constitution, as interpreted, does not 
forbid it. 

Mr. Vile concludes that it is a good 
political system for the American society. 
Casting his mind occasionally to European 
experience, he urges us to think several 
times before we abandon or greatly alter 
it. The general theory of the essay is 
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supported by illustrations, mainly polit- 
ical decisions of the present century. 
Many Americans will disagree with the 
author on some of his interpretations and 
evaluations. Considering the brevity of 
his essay, I think the author has supplied 
an excellent analysis and given us some 
highly persuasive advice. 
CHARLES S. HYNEMAN 
Professor of Government 
Indiana University 


Jackson TuRNER MAIN. The Antifederal- 
ists: Critics of the Constitution, 1781- 
1788. Pp. xv, 308. Chapel Hill: Uni- 
versity of North Carolina Press for the 

- Institute of Early American History and 
Culture at Williamsburg, Virginia, 1961. 
$7.50. ` 


This book is a significant addition to 
the growing body of literature on American 
history, 1781-1789. Its chief merit is 
its analysis of antifederalist thought, state 
by state, and its discussion of points of 
agreement and disagreement among men 
who approved or disapproved the Con- 
stitution. Just as there were some “demo- 
cratic” federalists, so there were some 
“aristocratic” antifederalists; and although 
most rich men were federalists, there were 
many men of wealth among the antifederal- 
ists. Farmers and businessmen did not 
belong as blocs to either camp. Some 
were rich, others poor, and a variety of 
considerations -determined their attitudes 
toward the Constitution. 

If some antifederalist views, such as the 
belief that the ten-mile-square federal 
capital might become a fortress against the 
states and people, seem frivolous in the 
light of later history, other views, especially 
those respecting the power-potential of the 
federal government, seem prophetic. One 
overpowering impression formed from 
reading Mr. Main’s analysis is that the 
antifederalists deeply distrusted the in- 
tentions of their opponents. ‘The belief 
that many federalists wished to set up 
an all-powerful centralized government 
controlled by an aristocracy was wide- 
spread. 

Mr. Main shows that antifederalists 
were not altogether negative in their think- 
ing, although federalists tried hard to make 
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them appear so. Indeed, the very name 
“antifederalists” was a misnomer that 
federalists assigned to opponents’ of the 
Constitution. In actuality, “antifederalists” 
were stanch believers in federalism, whereas 
“federalists” were champions more of 
nationalism than of federalism. Anti- 
federalists agreed with federalists that the 
government must be strengthened, and it 
appears that the Paterson Plan represented, 
in general, the kind of constitution they 
were willing to accept. 

Although antifederalists may have had a 
slight majority in the nation as a whole— 
and they certainly had a majority in 
enough states to have defeated the Con- 
stitution—several factors contributed to 
their ultimate failure. They were deficient 
in organization, except in New York; they 
did not represent a solid body of thought; 
they did not win over enough of the press; 


and their alternative to the Constitution 


was not clearly presented to the electorate. 

As for the Beard thesis, the present 
work agrees with some other recent studies 
that the role of public-security holdings 
was not as important a factor in the 
ratification of the Constitution as Beard 
believed. But on the larger issue of an 
economic cleavage between federalists and 
antifederalists, Mr. Main’s treatise tends 
to confirm rather than refute’ the Beard 
viewpoint. 

Jennincs B. SANDERS 
Kensington 
. Maryland 


ALEXANDER HAMILTON. The Papers of 
Alexander Hamilton, Vol. I: 1768-1778 ; 
Vol. II: 1779-1781. Edited by Harold 
C. Syrett, with Jacob E. Cooke, As- 
sociate Editor. Pp. xvii, 627; xi, 710. 
New York: Columbia University Press, 
1961. $12.50 each. 


Another giant enterprise in the publica- 
tion of source material is under way. In 
these two and in succeeding volumes more 
than 17,000 items of Hamiltoniana will be 
reproduced. They will include letters to 
Hamilton as well as letters and documents 
by him. The costs of such an operation 
are immense, in cash and in sheer labor. 
Time Inc., the Rockefeller Foundation, 
and Columbia University have contributed 
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handsomely in material resources; the 
editors and their assistants have dedicated 
several years of their own lives to the 
re-creation of the life of Alexander 
Hamilton. 

We must ask of their combined activities 
whether the job was worth doing and 
whether it is being well done. The answer 
to both queries is an emphatic yes. Hamil- 
ton’s papers, like those of other outstand- 
ing Americans—Madison is another con- 
spicuous example—have not hitherto been 
available in anything like scholarly com- 
pleteness. There can be no doubt that 
Hamilton deserves all the care that can be 
lavished on him. Professor Syrett and his 
associates have got off to a wonderful start. 
Their editing attains the highest standards 
of learning and good sense. Annotation is 
ample but not excessive. Documents of 


secondary or routine interest—for example, - 


drafts of letters prepared by Hamilton 
when he was General Washington’s aide 
de camp—are merely summarized: all 
others are given in full. There is an index 
to each volume. 

The contents are of absorbing interest 
from the very first letter, in which Hamil- 
ton, a boy of about fourteen, tells a friend: 
“To confess my weakness, Ned, my Ambi- 
tion is prevalent that I contemn the 
grov'ling and condition of a Clerk or the 
like, to which my Fortune &c. condemns 
me and would willingly risk my life tho’ not 
my Character to exalt my Station... . 
I wish there was a War.” Hamilton got 
his chance. We leave him twelve years 
later an experienced soldier who has worked 
—and quarrelled—with George Washington, 
taught himself to write fluent French, 
stormed a redoubt at Yorktown, become 
friendly with men as powerful and diverse 
.as Lafayette and Gouverneur Morris, 
flirted with various young ladies, and mar- 
ried one of them—the daughter of Major- 
General Schuyler. In between we see that 
he has found time to formulate mature 
opinions on strategy, the conduct of 
government, and American economic policy. 
We gain an impression of a young man of 
truly astonishing ability and no less re- 
markable assurance: witty, energetic, in- 
cisive, courageous, touchy—and on the way 
up. How agreeable it is to know in 
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advance that later volumes will be no less 
impeccably edited, and that Hamilton’s 
rise will grow even: more interesting. 
Marcus CUNLIFFE 
Professor of American History 
and Institutions . 
University of Manchester 
England 


James Eayrs. The Art of the Possible: 
Government and Foreign Policy in 
Canada. Pp. viii, 232. Toronto: Uni- 
versity of Toronto Press, 1961. $6.95. 


The student of Canadian diplomacy must 
make his bricks with very little straw. 
Canada came of age, diplomatically speak- 
ing, only within the last quarter-century; 
there is little material for the scholar in 
the way of critical monographs or diplo- 
matic memoirs, and all too few operative 
government documents are available. Mr. 
Eayrs’ book, a study of the institutions of 
policy-making rather than a substantive 
study of foreign policy, strikes into what 
is virtually a virgin field. Within the 


` limits of material available it is a highly 


useful, informative, and interesting book, 
written in a lively and imaginative style. 
This is not to say that the author’s 
judgments and emphases are in all cases 
acceptable. For example, Mr. Eayrs says: 
“The style of Canadian negotiation has 
thus come to be characterized by reluctance 
of professional diplomatists to commit their 
governments in the absence of instructions, 
by an exaggerated circumspection in mak- 
ing public statements, and by a readiness, 
not shared by the profession at large, to 
acquiesce without complaint in the general 
demotion of their place in the scheme of 
government, brought about by twentieth 
century politics and technology.” This re- 
flects misapprehension of the functions of 
diplomacy. The diplomatist is an agent in 
the strictest sense; he is neither a principal 
nor a mediator. Confidence in the agent 
is the minimum requirement in negotiation 
—confidence of the sending government 
that he is carrying out and not exceeding 
instructions; confidence on the part of 
the receiving government that he is actually 
speaking for his own government and not 
personally. Nothing could debase the 
coinage of negotiation more quickly than 
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“free wheeling” on the part of diplomatists. 
As for circumspection in public statements, 
this is surely elementary. Indeed, the old 
adage that diplomatists, like children, 
should be seen and: not heard, has perhaps 
more validity in these days of a ubiquitous 
press, when a gaff made half-way around 
the world may be the occasion for embar- 
rassing questions in Parliament within the 
hour. Further, if they have failed to 
protest against the demotion of their craft 
because of technological and political 
change, Canadian diplomatists, like King 
Canute, have simply recognized the in- 
evitable. i ; 

If space permitted, the reviewer might 
well break a lance on other observations, 
as, for example, the criticism of the Cana- 
dian foreign services’ practice of recruit- 
ing generalists rather than specialists, of its 
system of rotational posting, and of the 
absence of a special planning section in 
that department. But taken as a whole, 
the book is a useful contribution to the 
- growing list of studies on the operation of 
Canadian government. 

R. A. MacKay 
Visiting Professor of 
Political Science 
Carleton University 


Joun D. Martz. Colombia: A Con- 
temporary Political Survey. Pp. xii, 
384. Chapel Hill: University of North 
Carolina Press, 1962. $7.50. 

This volume is quite literally and 
simply what its subtitle says it is—a gen- 
eral overview of political affairs in the 
South American ‘republic of Colombia, 
with emphasis on the contemporary scene. 
With the exception of the first two chap- 
ters, which establish the general physical, 
social, and political environment, the 
treatment is essentially chronological. The 
narrative starts with the fateful presi- 
dential election of 1946, and then carries 
the reader through the bloody violence of 
the 1948 bogotazo and the subsequent 
dictatorships of Dr. Laureano Gómez 
(1950-1953) and General Gustavo Rojas 
Pinilla (1953-1957) to the “biparty ex- 
periment in controlled democracy” cur- 
rently headed by President Alberto Lleras 
Camargo. The most intensively treated 
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sectors of the story, and the most signi- 
ficant parts of the book, involve the 
tragic guerrilla warfare of the Gómez 
regime and the political changes during 
the latter stages of the Rojas Pinilla 
period, ; 

Martz, who is also tbe author of Com- 
munist Infiltration of Guatemala (1956) 
and Central America: The Crisis and the 
Challenge (1959), has developed consider- 
able skill as a writer of political narrative. 
His style is most readable; his sources 
reveal him to have been an exhaustively 
intensive reader of press accounts of Co- 
lombian affairs and a regular customer of 
the New York Times; and his documenta- 
tion is copious, although his footnotes 
would have benefted from more careful 
proofreading. In general, he has told the 
Colombian story soberly and objectively. 
This is no mean feat, when it is con- 
sidered that the country’s recent political 
struggles have been bitterly violent and 
that the two chief armed camps—the 
Liberals and the Conservatives—bear émo- 
tionally inflammatory political labels. Co- 
lombia: A Contemporary Political Survey 
will inevitably be compared with the late 
Vernon L. Fluharty’s Dance of the 
Millions: Military Rule and the Social 
Revolution in Colombia, 1930-1956. In 
such a context, Martz comes off well. His 
political judgments will probably suffer 
less from the onslaughts of time, and— 
this emerges immediately—his reading of 
the latter stages of the Rojas Pinilla 
regime shows greater accuracy. 

The author has presented us with much 


. more narrative than analysis, explanation, 


or prediction. It is not easy to categorize 
the work as journalism, history, or politi- 
cal science. The problem is not so much 
that the book is all three of these as that 
it is not quite any of them. Although 
the study rests heavily on press accounts 
in the telling of its story, the volume 
bears too many of the earmarks of social 
science research to be dubbed a piece of 
journalism. Despite the circumstance that 
it presents a fact-by-fact chronology, the 
work does not carry the developmental 
sweep or the integrative interpretation 
characterizing historical writing. Although 
Martz’s story is about politicians and 
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political parties, it lacks the systematic 
theoretical frame that would permit ex- 
planatory political analysis. The author’s 
predictions about Colombian politics seem 
reasonable, but they stem more from im- 
mersion in data than from explicit sys- 
tematic theory. On balance, however, 
Colombia: A Contemporary Political Sur- 
vey is a valuable addition to the currently 
available literature in English on one of 
the most important and politically turbu- 
lent of the states of Latin America. 
GEORGE I. BLANKSTEN 
Professor of Political Science 
Northwestern University 
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Joun Maurice Crark. Competition as 
a Dynamic Process. Pp. xvii, 501. 
Washington, D. C.: Brookings Institu- 
tion, 1961. $7.50. ; 

In a sense this book represents the 
culmination of the life works of an un- 
usual father-son combination. The father, 
John Bates Clark, was the leading Amer- 
ican exponent of equilibrium economics 
in his generation. His son, the present 
author, Jobn Maurice Clark, says in his 
preface: “The inquiry goes back to my 
father’s basic conception that the analysis 
of static equilibrium, for which he is 
chiefly known, is properly not an end, but 
an introduction to the study of dynamics, 
in which it should find its fulfillment.” 
This book reflects a long life of wisdom 
and experience and a very rich knowl- 
edge of the realities of the economic 
system. Its author is familiar both 
with the intricacies of abstract theoretical 
analysis and with the day-to-day realities 
of the system from which this analysis 
abstracts its forms of thought. If there 
is one theme which runs through the rich 
variety of the book it is that the abstract 
model of perfect competition is too remote 
from the realities of economic life to be 
particularly useful as a guide to judging 
the effectiveness of competition as a force 
making for some kind of social optimum. 
The book explores in great detail the in- 
numerable grades and varieties of com- 
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petition in price, quality, selling activity 
innovation, and product differentiation in 
form, time, and space. The author sees 
clearly that the critique of competitive 
institutions and their legal framework 
must depend, not on some notion of a 
static optimum, but on the ability of these 
institutions to create an on-going process 
of innovation and development. There is 
wise and judicious appraisal not only of 
current theories, but of current policies, 
even though no clear-cut policy recom- 
mendations seem to emerge. 

In spite of, or perhaps because of, its 
judicious quality and ripe wisdom, the 
book is not easy to read. The difficulty 
here, I suspect, lies at the level of abstrac- 
tion at which it is conducted. There is 
little or no exposition of the abstract 
theoretical models the concepts of which 
form the background of much of the argu- 
ment, and the reader should be warned 
that unless he knows his conventional 
economic theory pretty well the book will 
be largely incomprehensible to him, On 
the other hand, the argument lies at a 
more abstract level than the discussion of 
particular cases and local phenomenon. 
This level of abstraction between the 
beautiful white bones of pure theory and 
the flesh and blood of case descriptions 
is hard to sustain. 

A more fundamental uneasiness arises 
from the feeling that the dynamic theo- 
retical framework, which is really needed 
to sustain the argument of the book, is 
never made explicit. It is legitimate to 
assume in the reader’s mind a body of 
theory which exists somewhere else. One 
has an uneasy feeling, however, that there 
is assumed throughout the book a body 
of dynamic theory which does not really 
exist anywhere else. When this body of 
theory is written, I am sure that this book 
will be seen to have implied it. There is 
still an important task for the theorist 
ahead, however, in making this body of 
theory explicit. 

The vagueness of the basic theoretical 
structure is reflected in a similar vague- 
ness in the critique of existing policies 
and in the recommendations for new ones. 
Equilibrium theorists like Fetter at least 
knew what they did not like in the com- 
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petitive structure. We dynamic theorists, 
alas, do not know what we do not like; 
almost everything seems to be workable, 
almost everything seems to be justifiable 
to a degree, and it is very hard to tell 
where virtue leaves off and vice begins. 
This is the essence of judicious wisdom, 
but is not much use for reformist zeal. 
A book, however, like a theory, should 
not be asked to carry more than it can 
bear. It is impossible to read this book 
without learning a great deal about eco- 
nomic life and without catching something 
of the wise and gentle spirit of its author. 
; KENNETH E. BOULDING 
Professor of Economics 
University of Michigan 


Joun W. KenDRICK, assisted by MAUDE 
R. Peca. Productivity Trends in the 
United States. (National Bureau of 
Economic Research, No. 71, General 
* Series.) Pp. lii, 630. Princeton, N. J.: 
Princeton University Press, 1961. 
$12.50. 


The term “productivity” is perhaps the 
most popular word now being used in dis- 
cussions of political economic problems. 
It is contended that productivity rates 
must rise if our economic growth is to 
continue without inflation. No discussion 
of wage trends, underdeveloped areas, the 
common market, balance of payments, the 
tariff, or the Cold War is complete without 
referring to estimates on productivity. 
There are many definitions of this con- 
cept. Output per man-hour is the most 
common one. Another is the amount of 
products turned out by. a factor of pro- 
duction per unit of time. The author of 
this volume prefers a measure that com- 
pares output with the combined use of all 
the resources used in its production. 


As in the case of studies of national 


income, the most intensive research in 
productivity trends is being done by the 
National Bureau of Economic Research. 
Under its sponsorship, leading economic 
statisticians have published monographs 
advancing the frontier of knowledge in 
this complex area. And the bureau plans 
more publications refining the data and 
concepts of productivity. Kendrick’s study 
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is the most significant and comprehensive 
one yet published on the subject. It is 
the first to present systematically esti- 
mates of productivity in the American 
economy as a whole, as well as in thirty- 
three major industrial sectors over an 
extended time period. Much of this work 
is of necessity highly technical. It is 
written primarily for the producer of 
productivity data. However, Dr. Solomon 
Fabricant has supplied in the Introduction 
a summary which furnishes the principal 
findings for the general reader. Such a 
reader may also find the Index useful 
if he is concerned with some particular 
aspect of the problem as, for example, 
productivity advances in agriculture. 

This study will probably be'a source of 
controversy. The different definitions of 
productivity, the lack of accurate statis- 
tics, the various methods of computing 
indexes, and the variety of time periods 
used by authorities are some of the major 
causes of disagreement among experts. 
While recognizing its usefulness, Rutten- 
berg of the AFL-CIO, and a director 
of the National Bureau, has dissented, 
in part, from the study (pp. 224-227). 
Among his criticisms, he argues that Ken- 
drick’s concept of total factor productivity 
is not developed sufficiently and will add 
confusion to the area of collective bar- 
gaining. Furthermore, he casts doubt on 
Kendrick’s claim that there has been a 
sharp increase in labor’s share of national 
income. This reviewer agrees with Rut- 
tenberg ‘that this massive effort provides 
a foundation for continuing work in 
producivity measurement and analysis. 

MELVIN J. SEGAL 

Professor of Social Science 

Michigan State University 


RICHARD A. Lester. The Economics of 
Unemployment Compensation. Pp. x, 
137. Princeton, N. J.: Industrial Rela- 
tions Section, Department of Economics, 
Princeton University, 1962. $3.75 cloth- 
bound; $3.00 paper-bound. 

This monograph is one of a series of 
research reports prepared by the Indus- 
trial Relations Section of Princeton Uni- 
versity. The study is divided into two 


182a 


UNITED NATIONS 






ECONOMIC SURVEY OF EUROPE 1961 








The Survey constitutes the review of European economic development 
during the year 1961. (62.11.E.1) $2.00 





A STUDY OF ECONOMIC GROWTH 
OF EUROPE IN THE ’FIFTIES 





A publication of special importance. The long-term character of its 







subject will certainly constitute an important item of information in 
regard to the European economy for many years to come. For Fall 
publication. Clothbound. (62.IL.E.6) Approx. Price $4.00 











ECONOMIC SURVEY OF ASIA 
AND THE FAR EAST 1961 





This 15th issue of the comprehensive annual survey provides a picture 
of the economic situation in the region as a whole, as well as recent 
economic developments. 73 tables and 9 charts compiled for data com- 
parison are included. An indispensable handbook for current and future 
study and research on Asia and the Far East, (62.II.F.1) $3.00 















WORLD ECONOMIC SURVEY 1961 





An annual survey of world economic conditions with emphasis on in- 
ternational trade, payments and production. Fully illustrated with 
‘charts and tables. (62.11.01) $3.00 


THE UNITED NATIONS PUBLISHES 


Yearbooks 





Periodicals 
Annual Surveys Official Records 
Books about UN Visual Materials 


Write for catalogues, brochures and information to 
Sales Section, United Nations, New York 


Kindly mention TuE Annas when writing to advertisers 


182b 


Crime and Delinquency 


quarterly journal of the 
National Council on Crime and Delinquency 


October 1962 


ORGANIZED CRIME 


Rosert F. KENNEDY : 
Gus TYLER Epwyn SILBERLING Vinci, W. PETERSON 
Herpert A. Brocw, Mortimer M. Capiin Josepu D. LOHMAN 
Joseru P. Hoey SANFORD BATES Mitton G. RECTOR 


single copy, $1.25 
annual subscription, $4.50 
subscription included in $5 membership 


National Council on Crime and Delinquency 
44 East 23 Street New York 10, N. Y. 





THE ANNALS 


of The American Academy of Political and Social Science 
~ Some Older Volumes of Importance ~ 


INFLATION AGRICULTURAL POLICY, 


Edited by DR. AL- POLITICS AND THE 


EOE REE ' PUBLIC INTEREST 
. ’ 

Professor of Public Fi- | Edited by DR. CHARLES M. 
nance, University of Penn- HARDIN, Professor of Political 
sylvania Science, The University of Chicago 
A study of inflationary aspects A discussion of American agricultural 
of American economic growth policy in relation to U. S. foreign policy 
and stability in relation to and the political process, covering foreign 
government expenditures, tax- and domestic farm programs toward an im- 
ation and monetary policies. proved policy within the political process. 
November, 1959 $2.00 September, 1960 $2.00 


Available to Members of the Academy 
3937 Chestnut Street $1.50 Philadelphia 4, Pa. 

















Kindly mention Tun ANNALS when writing to advertisers 











Book DEPARTMENT 


parts. Most of the report deals with an 
analysis of experience with unemployment 
compensation in the United States from 
1948 through 1961. The plan of study 
is outlined in the introductory chapter; 
Chapter Two considers some of the major 
economic benefits of unemployment com- 
pensation. Although payments in 1958 
reached an estimated total of almost $4 
billion, they made up only an estimated 
1.56 per cent of the year’s total labor 
income. In the years under study they 
have probably averaged less than 1 per 
cent of such income (pp. 10-11). Other 
measures of the significance of unemploy- 
ment compensation are also presented in 
this chapter. 

In Chapter Three, the author discusses 
the adequacy of unemployment benefits, 
both from the individual’s point of view 
and from the viewpoint of the economy 
as a whole. Regular unemployment 
compensation programs are estimated to 
compensate for “only about 20 per cent” 
of the workers’ wage losses experienced 
from total unemployment (p. 38). Among 
other conclusions drawn from this analy- 
sis are those suggesting that cyclical un- 
employment and noncyclical unemploy- 
ment are covered at about the same levels 
and that weekly unemployment benefits 
have averaged well below half of the 
workers’ regular wages and “have been an 
especially low percentage [of wages] for 
family heads” (p. 38). Chapter Four 
reviews significant changes in employment 
and in the nature of unemployment, and 
examines certain proposals for strengthen- 
ing present statutory provisions relating 
to unemployment compensation. 

The economic. impact of contributions 
and the incidence and some of the eco- 
nomic effects of unemployment taxes are 
subjects discussed in Chapter Five. The 
conclusions drawn here are that (1) “un- 
employment compensation taxes have been 
a considerably reduced percentage of all 
tax revenue’ in the last two decades”; 
(2) “most of the unemployment tax is 
not shifted to the consumers”; (3) “the 
price effects of increases that have oc- 
curred in state unemployment taxes are 
negligible’; (4) “variations in the tax 


fluctuating margins” (p. 95). 
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rate and in the narrow tax base have a 
tendency to aggravate the business cycle”; 
and (5) “for increasing unemployment tax 
revenues, enlargement of the taxable wage 
base has significant advantages over any 
further spread in the scale of tax rates” 
(p. 84). The author then reviews the 
nature of interstate competition in unem- 
ployment compensation—Chapter Six—and 
reaches two main conclusions: first, “com- 
pared to other labor costs .. . the unem- 
ployment compensation tax burden is 
relatively small” and, second, “interstate 
differences in unemployment taxes can 
be of considerable significance to certain 
types of industry operating on small and 
He then 
observes that interstate competition in 
unemployment compensation for purposes 
of securing commercial advantages focuses 
upon need for “some national means of 
sharing part of the unequal unemployment 
burden” between states under the existing 
systems (p. 95). 

The second part of- the Study—Chap- 
ters Seven to Nine—deals with the prac- 
tical problems of reform and improvement. 
Why is reform of our present programs 
of unemployment compensation so dif- 
ficult? Why are the legislative halls so 
deaf to the reports and recommendations 
of impartial research centers? Answers 
to these and other questions are proposed 
in Chapter Seven. Inadequate compensa- 
tion, abuse, uneven incidence, the restric- 
tive nature of tax arrangements, and the 
neglect of national interests make reform 
essential. After reviewing some proposals 
~—Chapter Eight—heretofore made public, 
the author outlines his own program for 
improvement in Chapter Nine. Proceed- 
ing with basic assumptions, he calls for 
constructive action by extending unem- 
ployment compensation coverage to in- 
clude employers of three or more workers 
and additional types of employment; in- 
creasing the wage base for the federal tax 
to $4,800; tightening eligibility require- 
ments; providing a standard of benefit 
levels in the Social Security Act for full 
employer tax offset; establishing a con- 
tinued program of federal matching for 
extended benefit periods and a reirisurance 
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program; developing state programs for 
the analysis of deficit amounts; re-examin- 
ing experience rating agreements; in- 
creasing emphasis on employment service 
aspects; and establishing a federal match- 
ing program for general relief. 

Professor Lester’s high standing in the 
field of labor economics, together with his 
wide background of practical experience 
and keen observation, have produced in 
this publication a report that should be 
studied not only by students and scholars 
in this field, but certainly by the members 
of every advisory group and legislative 
committee dealing with unemployment 
compensation at both the state and national 
levels. ‘These latter bodies would do well 
to heed the advice given in strengthening 
the laws and regulations now in effect. 

PAuL A. Dopp 

President 

San Francisco State College 


Arnotp R. Werer (Ed.). The Structure 
of Collective’ Bargaining: Problems and 
Perspectives, Proceedings of a Seminar 
Sponsored by the Graduate School of 
Business, University of Chicago and the 
McKinsey Foundation. (A Publication 
of the Graduate School of Business, 
University of Chicago, Third Series.) 
Pp. xxxii, 380. Glencoe, Ill.: Free 
Press, 1962. $8.50. 


This volume, the proceedings of a semi- 
nar held at the University of Chicago in 
May 1960, consists of fourteen papers 
prepared by participants drawn from aca- 
demic life, from corporations, and from 
trade unions. Brief abstracts of the dis- 
cussions following presentation of each 
paper are also included. In the main, 
the papers cover fairly familiar ground. 
A few of them, however, contain some 
novel insights or explore new territory. 
Those which struck me as the most inter- 
esting were E. Robert Livernash’s paper 
on the relationship of product markets 
and methods of wage payment to collective 


bargining; J. Wade Miller’s description of. 


the bargaining problems of the chemical 
industry unions; and Robert B. McKersie’s 
‘account of grievance negotiation in the 
International Harvester Company. 

The most provocative paper, to my 
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mind, is one by George W. Brooks, in 
which bargaining centralization is decried, 
not on the customary ground of excessive 
union power—a management spokesman 
at the seminar faithfully reproduced this 
argument—but rather because it results 
in a chasm between decision-making and 
the individuals for whose benefit the 
decisions are presumably made. Running 
through most of the other papers is the 
belief that centralized bargaining is un- 
avoidable in a complex industrial society. 
Douglass V. Brown and George P. 
Schultz maintain, for example, that “self- 
determination for a small group is a denial 
of self-determination for the larger group.” 
Brooks, however, comes out squarely for 
much greater autonomy at the plant 
level, and less concern with uniformity 
and consistency. Some of his statements 
are downright heresy: “Has any company- 
wide system of job evaluation ever pro- 
duced a wage structure ‘better’ in any 
sense than is produced by old-fashioned, 
unscientific higgling and haggling? ... 
almost the whole intellectual community 
in the field is concerned with the justifica- 
tion of stability and its handmaidens, 
centralism and expertness. Hardly a 
murmur can be heard against the growing 
menace of arbitration, with its formalities, 
spurious judicial atmosphere, and phony 
reliance upon precedent. . . . Our task- is 
not to protect the right to dissent [in 
labor relations] but to create the oppor- 
tunities. for dissent.” Brooks may not 
always be justified in his strictures, but 
he is refreshing. 

Our collective bargaining system has 
attained a state of venerability out of 
all proportion to its chronological age. 
People seem horrified at the thought of 
making any but the most minor changes. 
But the swift-moving current of events 
in the economic and social system in’ 
which it is imbedded will probably require 
some fundamental alterations. The im- 
pression left by this volume is that some 
of the ablest practitioners of labor rela- 
tions are not nearly enough concerned 
with the broad problems involved in adapt- 
ing the method by which we determine 
wages and other conditions of labor to a 
situation in which the major emphasis 
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will be on change and growth rather than 
on stability and security. 
WALTER GALENSON 
Professor of Business Administration 
University of California 
Berkeley 


Nicotas SPULBER. The Soviet Economy: 
Structure, Principles, Problems. Pp. 
xiii, 311. New York: W. W. Norton, 
1962. $5.95. i 


Professor Spulber’s The Soviet Economy 
is part of the new wave of analytical 
studies on Soviet-type economies and 
socialist economics. It is, however, rather 
more ambitious than others of its kind, 
more daring in its application of Western 
analytical techniques to the structure, the 
underlying assumptions, and the working 
principles of the Soviet economy. Whether 
the author has succeeded in presenting a 
simple analytical framework of the Soviet 
economy through the frequent use of 
Western frames of reference to explain 
Soviet economic practice remains an open 
question. As it turns out, the Western 
tools of economic analysis do not lend 
themselves easily to an examination of 
Soviet administrative socialism, and, thus, 
while the authors avowed intention is 
to keep the description of institutional 
changes to a minimum, a substantial part 
of the book is, in fact, institutional. 

This is not to belittle or to under- 
estimate the valuable insights and the 
unquestioned competence in his field which 
the author displays throughout his work. 
On the contrary, it is precisely because of 
Professor Spulber’s analytical virtuosity 
that the limitations of the method which 
he uses are brought into sharp focus. The 
book serves one useful purpose: it takes 
the study of the Soviet economy out of 
the hands of a rather small group of 
“Soviet area specialists” and makes a 
plea for the attention of Western econo- 
mists whose interest in the working 
principles of socialist-type economies has 
hitherto been marginal, 

Professor Spulber uses the economic 
plan as the unifying thread of his study. 
A first part deals specifically with the 
construction of the plan and a second part 
with the relations of the main economic 
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sectors and of their component units. In 
a third part, the planning and accounting 
of income and money flows are examined, 
followed by a discussion of efficiency and 
planning procedure from the’ standpoint 
of both Western and Soviet economic 
theory. In a final part, problems of 
socialist co-operation and competition with 
capitalism are analyzed. 

Although planning is used to give unity 
to the whole, the various parts of the study 
remain rather disjointed. Portions of the 
book are sustained on a genuinely high level 
of abstraction, but ocasionally—especially 
with some of the diagrams—Western ana- 
lytical tools are stretched to the breaking 
point, apparently only to prove the thesis 
that they can be used to clarify Soviet 
economic reality. In a sense the work 
is pioneering and hence rather puzzling. 
In spite of the publishers’ claim that it 
provides “a lucid theoretical approach for 
college courses in the Soviet economy 
and comparative economic systems,” it is 
hardly that in the present state of such 
courses. It is, however, a book that should 
be of some interest to the professional 
economist. 

Jan S. PRYBYLA 

Associate Professor of Economics 

Pennsylvania State University 


Bernarp GoopmMan. Industrial Materials 
in Canadian-American Relations. Pp. 
xvii, 217. Detroit, Mich.: Wayne State 
University Press, 1961. $7.00. 

Bernard Goodman has provided the eco- 
nomic community with an informative 
book on Canadian exports of raw materials 
to the United States. Two facts stand out 
and provide a background for his argu- 
ment and data: (1) the United States has 
been drawing an increasing proportion of 
industrial raw materials from abroad; 
(2) Canada enjoys a special position as 
a major supplier of materials to the 
United States because of its geographical 
proximity and the close links between 
American and Canadian business firms. 

The author tries to estimate present 
and future United States demand for 
imports of raw materials, the pattern of 
United States imports, Canadian reserves 
and production of those commodities, and 


186 


the probable development of Canadian 
exports to the United States. Goodman 
methodically applies this analysis to forest 
products—including wood, wood pulp, and 
similar products—and to minerals such as 
nickel, aluminum, lead, zinc, iron ore, 
uranium, petroleum, natural gas, asbestos, 
and others. The Paley Report is the main 
source of estimates of the needs of the 
United States, while the information 
and analysis contained in the reports of 
Canada’s Gordon Commission provide him 
with the bulk of the information on 
Canadian production and resources. 
Although questions asked by Goodman 
follow the same pattern, the answers are 
by no means monotonous and repetitive. 
Each material has its own problems, and 
Goodman stresses this in his quiet, factual 
way. Thus, nickel is increasingly more 
important in modern industry, and there 
seems to be little doubt that there will 
be a steady rise in the amount exported 
from Canada to the United States. The 
future of aluminum, however, depends on 
the technology and the cost of smelting, 
and for this reason tropical Africa, with 
potential sources of cheap power and 
mines located near the ocean, is a danger- 
ous competitor. Lead and zinc are subject 
to the vagaries of the American policy of 
protection. As for petroleum, Goodman 
points out that the sources of its supply 
in Canada are located too far from cheap 
transportation to compete with overseas 
petroleum producers which ship in huge 
ocean tankers. Goodman presents the 
Canadian case for changes in the United 
States tariffs and in the policies of Amer- 
ican corporations which would make it 
possible for the Canadians not merely to 
mine but also to process raw materials 
and export semi-finished products to the 
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The author’s presentation suffers from 
two drawbacks. He has very little to say 
about the cost-price aspect of productions 
and its effect on exports and competition 
between raw materials from various 
sources. Goodman is aware of this weak- 
ness and explains it simply by stating 
that there are not enough data available. 
The second drawback is common to many 
studies of the type undertaken by Good- 
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man: one discusses the exports, produc- 
tion, and future of raw materials without 
adequate reference to the technological 
aspect of the problem. Extrapolated sta- 
tistics without some information on pos- 
sible uses of aluminum, zinc, or asbestos 
do not sound very convincing to the 
reader, Goodman tries to satisfy such a 
demand for enlightenment in the case of 
lead; it would be useful to make it a more 
general practice. When there is so much 
discussion of international. commodity 
agreements, one would like to seein a 
study of the type undertaken by Goodman 
some estimate of the impact of such 
agreements, if concluded, on Canadian 
exports of raw materials to the United 
States. 
STANISLAW WASOWSKI 
Assistant Professor of Economics 
Georgetown University 


C. L. Curistenson. Economic Redevel- 
opment in Bituminous Coal: The Special 
Case. of Technological Advance in 
United States Coal Mines, 1930-1960. 
Pp. xxi, 312, Cambridge, Mass.: Har- 
vard University Press, 1962. $7.50. 


This book, the subtitle of which aptly 
describes its contents, effectively lays to 
rest the popular notion of coal mining 
as a “sick industry.” Mr. Christenson’s 
investigation of the records of over 3000 ' 
mines, material from the Bureau of Em- 
ployment Security, and annual reports of 
the’ United Mine Workers of America 
Welfare Fund has been carefully reported 
in this analysis, which skillfully shows 
the connection between physical reserves, 
market control, technological change, and 
wage payments in the industry, 

The book begins by giving a panoramic 
view of world energy sources and reveals 
the strategic position that the coal indus- 
try of this country still holds. It then 
studies the variations in the character of 
American reserves which determine the 
ownership structure of our bituminous coal 
industry. The market shift from largely 
home and railroad consumption of coal to 
its increased use in electric power genera- 
tion and steel production is discussed and 
indicated as an important source of en- 
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couragement for the advances in the tech- 
nology of coal mining, which are then 
thoroughly reviewed. The book closes 
with a careful and enlightening analysis 
of the relation between these advances 
and the employment and remuneration of 
miners. All of this is accomplished in a 
most interesting and: readable manner, so 
that even a casual reader could find most 
of the book well worthy of his time and 
attention. Yet, the clarity of expression 
has not kept the book from being, above 
all, a competent and scholarly economic 
study of the industry. 

This reviewer has only two faults to 
find with the work. First, the author has 
made no attempt to separate the dry analy- 
sis of statistical data from expository text. 
Thus, in the midst of a most interesting 
and educational discourse on a facet of 
the discussion, the reader is without 
warning led into pages of investigation of 
figures and summarization of tables and 
charts. These could better have been 
placed in an appendix, with only the 
salient points they bring out included in 
the body of the text, to maintain reader 
interest and concentration on the issues. 

Second, the author erred in omitting 
from the book a chapter—which he says 
in the Preface he considered including— 
on the impact of labor disputes on coal 
production and consumption. The indus- 
try is so connected in the mind of the 
lay reader with strikes and labor strife 
that omission of labor difficulties from 
such a thorough study of coal mining 
is a startling and disappointing defect. 
But the book is nevertheless an outstand- 
ingly excellent analysis of this important 
segment of our economy. 

Sipney I. SIMON 

Rutgers University 
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FREDERICK J. Simoons. Eat Not This 
Flesh: Food Avoidances in the Old 
World, Pp. xiii, 241. Madison: Uni- 
versity of Wisconsin Press, 1961. $6.00. 
For the present reviewer, this volume 

has proved most timely, because earlier 
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in the current academic year he was con- 
sulted by a postgraduate student who had 
prepared a draft paper on food taboos 
in Bengal, and sought advice about back- 
ground reading. The request proved un- 
expectedly difficult to satisfy. For once 
neither The Golden Bough nor Fenichel’s 
comprehensive reference work on psycho- 
analytic literature proved very helpful. 
Mr. Simoons, on the other hand, has been 
interested. in this topic for some seven 
years, and his 38-page bibliography is a 
proof of the thoroughness of his research. 
It is remarkable that less than a dozen 
of the references which he cites are con- 
cerned exclusively with the consideration 
of food habits and food taboos; for the 
rest he has had to scour some hundreds 
of monographs by social anthropologists 
in order to abstract the data for his book. 

His project began, he tells us, during 
a stay in Ethiopia in 1953-1954, followed 
by a journey across central Africa. At 
this time his attention was caught by local 
and communal variations in food taboos: 
he was surprised, for example, at the 
vehemence with which Ethiopian Chris- 
tians rejected the eating of camel’s flesh 
as inimical to their religion. Later, he 
found Moslems quoting a saying of the 
Prophet: “He who does not eat of my 
camels does not belong to my people.” 
This prompted his further inquiries, which 
are now presented in a short but copiously 
documented volume. Separate chapters 
are devoted to studies of cultural values 
related to pigs and pork, beef, chicken 
and eggs, horseflesh, camel flesh, and dog 
flesh. Here there is a wealth of interest- 


: ing and often surprising information. 


In one respect, however, the book is dis- 
appointing. Its author early remarks upon 
the very strong emotions excited by viola- 
tion of food taboos; he notes that flesh 
foods excite much livelier social concern 
than do vegetable foods, and he observes 
that food taboos are mostly strictly en- 
forced upon women of child-bearing age 
and upon warriors and hunters, whereas 
prepubertal children can break the rules 
with relative impunity. He also has no dif- 
ficulty in rejecting most of the rational 
“explanations” which peoples advance to 
account for their own food prejudices— 
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and yet his own discussion of the meaning 
and origin of these habits remains super- 
ficial and inconclusive. There is no men- 
tion in his index of Freud, of psycho- 
analysis, or even of psychology. We are 
confronted here with a wealth of informa- 
tion about a topic charged with strong 
emotions, but the exploration of the sig- 
nificance of these emotions has been left 
to other hands. 
G. M. Carstairs 
Professor of Psychological Medicine 
University of Edinburgh 


Leon Rapzinowicz. In Search of Crimi- 
nology. Pp. vii, 254. Cambridge, 
Mass.: Harvard University Press, 1962. 
$4.75. 

Some years ago a grant was apparently 
made to the author—from what source is 
not clearly stated in the Preface, but it 
seems to be the English Home Office— 
to enable him to visit several Continental 
countries and the United States to study 
the facilities available for criminological 
teaching and research, with special empha- 
` sis on existing institutes of criminology. 
The present book is the outcome of this 
journey. We are not told how much time 
was spent on firsthand observations on the 
spot in each country, although this would 
be an important factor in assessing the 
accuracy of the author’s statements. The 
European countries visited were Italy, 
France, West Germany, Austria, Belgium, 
Holland, Norway, and Denmark. Sweden 
and Switzerland were, for no apparent 
reason, excluded. 

For each of the countries visited a 
historical sketch, in some cases detailed, 
in others brief, is given of developments 
over the past hundred years or so, and the 
author shows himself thoroughly familiar 
with this aspect of the matter. Altogether 
the book is valuable and useful for the 
wealth of factual information provided, 
but readers who may wish to use it as an 
introduction to the comparative study of 
criminology have to be warned that it 
contains not only minor inaccuracies of 
the kind perhaps inevitable in any such 
condensed survey of a vast field, but— 
what is far more serious—also a number 
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of omissions which, at least in the case 
of some countries, make the whole pic- 
ture somewhat one-sided and unbalanced. 
There is no space here to go into all the 
details, but it has to be said that the 
lifework and significance of certain out- 
standing figures in the criminological field 
are either very inadequately and incoher- 
ently presented or hardly mentioned at 
all. The student who is not already fully 
conversant with their position would gain 
from this survey no real understanding 
of the special significance which, for ex- 
ample, the writings of Sutherland, Sellin, © 
and the Gluecks possess for - modern 
American criminology—prediction studies 
are barely mentioned; or those of Olof 
Kinberg for the Scandinavian countries; 
or those of Etienne de Greeff for Belgium; 
or of Benigno di Tullio for Italy. 

It is also difficult to understand why, 
in a book that lists a host of minor writers, 
we should have to look in vain for a ref- 
erence to Ernst Kretschmer and William 
S. Sheldon, whose publications are not 
even included in the elaborate Bibliogra- 
phy. Whether or not one agrees with their 
theories, one can hardly dispute their pro- 
found influence on contemporary thought 
in many countries. On the other hand, 
too much emphasis is placed on such tech- 
nical aspects as the size of the budgets 
available for research and teaching or 
the number of lectures delivered—matters 
which are no doubt important enough 
but which can never provide adequate 
substitutes for the unique stimulus ema- 
nating from the work and personalities of 
those men without whose creative ideas— 
controversial though some of them may 
be—no budgets, however large, no courses, 
however extended, no institutes, however 
well-organized, would make much sense. 
It is the awareness of such subtler inter- 
relationships that is all too often missing 
in this volume. 

HERMANN MANNHEIM 

Co-Founder and Co-Editor 

The British Journal of Criminology 


Apert J. Reiss, JR, with Oris Dupiev 
Duncan, PAUL K. Hartt, and Ceci C. 
NortH, Occupations and Social Status. 
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Pp. vii, 305. New York: Free Press of 
Glencoe (A Division of the Crowell- 
Collier Publishing Company), 1961. 
$5.00. 


Since 1925, American sociologists, psy- 
chologists, and educators have published a 
series of more than fifty empirical studies 
of a phenomenon designated as “occupa- 
tional prestige.” In general, such studies 
indicated a “remarkable? uniformity in 
the value levels attributed to various 
occupations. These results, however, were 
frequently criticized for being based pri- 
marily upon the responses of high school 
and college students. In March 1947, 
this criticism was answered by a survey 
of occupational prestige evaluations, con- 
ducted by the National Opinion Research 
Center (NORC), which used a national 
quota sample of 2,920 respondents. The 
scale of occupations developed on this 
basis—known as the North-Hatt scale— 
has been widely accepted as affirming a 
rank-structure of the prestige status of 
occupations. 

One might well wonder why sociologists 
and others have devoted so many studies 
to the prestige ranking of occupations and 
why the North-Hatt-NORC investigation 
has assumed the significance it has in so- 
ciological literature. The answer to these 
questions lies in the problems involved in 
the measurement of social status or posi- 
tion as an independent variable in the 
study of social behavior and social atti- 
tudes. An apparently easy solution to 
such problems has been to use occupa- 
tional prestige as a metric for the measure 
of social distance. Consequently, many 
investigators have employed the North- 
Hatt ranking of occupations to. measure 
social status. 

The work under review was originally 
projected as a full-scale analysis and 
interpretation of the data of the NORC 
survey. As a result of the death of Paul 
Hatt and the retirement of C. C. North, 
fourteen years have elapsed between the 
original survey and its full-scale analysis. 
Tt is unfortunate that this work has been 
so long delayed. The present author has 
had the difficult job of analyzing and 


bringing together the materials of the 


‘ occupations, 
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study, and he has done a commendable 
job. However, the book’s organization 
leaves something to be desired, and it can- 
not be said that all of its:materials have 
been brought to an interpretative focus 
upon its topic. That these shortcomings 
have resulted from the book’s chaotic 
history is suggested by the fact that the 
final chapter was first published in 1950. 

These deficiencies aside, and they do 
pose problems for the reader, Occupations 
and Social Status is a commendable and 
thorough attempt to carry out the inten- 
tions of the original project. In it are 
discussed the central questions of the 
methodology of the NORC study in par- 
ticular and of occupational prestige study 
in general; the problems of scaling occu- 
pations; and the sources of variation in 
the ratings of the prestige status of 
This is combined with two 
excellent chapters by Duncan on the 
development of the socioeconomic index 
for all occupations and the final chapter 
authored by Paul Hatt. 

The general conclusion offered is that 
the NORC results must be used rather 
cautiously as a means of social measure- 
ment, Although the general outlines of 
the occupational prestige structure seem 
validly defined, the scores for particular 
occupations are influenced by a variety 
of factors. They cannot, therefore, be 
accepted uncritically. On the other hand, 
the data of the study indicate, in refer- 
ence to the variation in the ratings, that 
“the prestige status of occupations in 
American society is viewed in virtually 
the same way by major subgroups of the 
society.” 

Without taking anything from the im- 
pact or importance of the work, it must 
be said that this volume is for serious 
study rather than casual reading. It will 
repay a careful perusal by students of 
occupational prestige and social stratifica- 
tion, both in terms of its critical analysis 
of the problems of prestige study and in 
terms of the substantive materials it pre- 
sents for further analysis. It should not 
be mistaken for a conclusive statement 
regarding occupations and social status but 
viewed, rather, as a valuable source for 
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the critical evaluation of prestige scales 
and for further work in this area, 
Jonn E. Hucues 
Associate Professor and Chairman 
Department of Sociology 
Villanova University 


Nets AnpversoN. Work and Leisure. “Pp. 
xiv, 265. New York: Free Press of 
Glencoe, 1961. $5.00. 


The insistence of employees that stand- 
ard working hours be reduced, beginning 
more than a century ago, has in recent 
years resulted in so much time off the 
job that this unsold or free time—often 
ambiguously labelled “leisure”—has . at- 
tracted the attention of many writers. 
Now some believe that what is called 
automation: may lead to a further reduc- 
tion of working hours so drastic that it 
might radically change the nature of our 
society. If the Puritans, who presided 
over the beginnings of business enterprise 
in this country, could have foreseen what 
would happen, they would have predicted 
the collapse of our society and the eternal 
damnation of the workers. 

Nels, Anderson, director of research of 
the United Nations Educational, Scientific 
and Cultural Organization (UNESCO) 
Institute for Social Research in Cologne, 
has made an extensive study of the litera- 
ture in this field. With many quotations, 
references, and comments of his own, he 
offers an interpretative summary. The 
material is arranged under such subjects 
as the difference between work and leisure 
and the interaction of one on the other; 
the influence of social mores on the use 
of time off the job; work and leisure as 
affected by the life cycle; what people 
do with their free time—as well as their 
sometimes mistaken ideas about what they 
think they will do with it; the economic 
and social aspects of “recreation”; and 
various other aspects of the subject. 

His own conclusion—in the Preface—is 
that leisure poses not a single problem 
but many, of which “some are acute, some 
chronic, and others hardly identifiable.” 
He disagrees with the opinion that leisure 
is passive, leads to a meaningless, dull 
routine, or will lower the level of culture. 
Nor will it, he thinks, disintegrate homes 
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and households. It does leave time for 
many “non-work” occupations which yield 
“leisure-like satisfactions.” Dr. Anderson 
does not attempt to visualize as a whole 
the kind of culture and its values which 
might result from almost complete ab- 
sence of paid work. Nor does he take 
seriously the fear that automation, unlike 
previous technological advances, will bring 
about permanent, mass unemployment. 
GEORGE SOULE 
South Kent 
Connecticut 


Lovisa R. SHOTWELL. . The Harvesters: 
The Story of the Migrant People. Pp. 
242. Garden City, N. Y.: Doubleday, 
1961, $3.95.. 


Miss Shotwell has presented a very 
moving and well-written account of the 
plight of the migrant workers in agri- 
culture. The story is not new, but the 
technique of presenting it is: a serious 
discussion of the problem interspersed 
with human-interest chapters that deal 
with individual cases, There is an evi- 
dent and earnest -desire to be objective, 
though for obvious reasons the outlook 
is that of one deeply sympathetic with 
these people and especially impressed by 
the more tragic episodes in their lives. 
Similar situations exist in urban environ- 
ments as well. 

The book contains a note of optimism, 
particularly in the evidence presented of 
the growing awareness and concern of 
people in many places and many walks of 
life. That is clearly apparent in Cali- 
fornia where the problem has existed for 
a longer time and on a larger scale than 
in most other parts of the country. 
Grower attitudes of the kinds noted by 
Miss Shotwell are still all too prevalent, 
but they are far less common than they 
were a few decades ago. There are many 
instances of serious and thoughtful efforts 
on the part of growers, grower organiza- 
tions, and communities to better the 
situation.” Some progress has been made. 
Housing for migrants, at least in Cali- 
fornia, is vastly better and more ade- 
quately supervised than it was twenty-five 
years ago, Mobile schools have provided 
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some relief. Health services are improving 


but still have a long way to go. 

This reviewer finds the concluding chap- 
ters and the solutions implied less satis- 
fying than the main body of the book. 
Here the author is touching on very com- 
plex and difficult economic and organiza- 
tional problems where her knowledge is 
obviously less profound, Unionization of 
farm labor, even if practically achievable, 
will not solve the problem. The major 
difficulty stems from the seasonality of 
labor requirements in agriculture. The 
basic need is for decasualization of these 
workers, but as yet a way to accomplish 
that has not been devised. It is doubtful, 
too, that the best way to handle the educa- 
tion problem is to inject large groups of 
migrants into regular schools for neces- 
sarily short and irregular periods of study. 
These are difficult problems. Miss Shot- 
well has made a contribution, but the 
answers, in a larger sense, still elude us. 

Murray R. BENEDICT 

Professor of Agricultural Economics, 

Emeritus 
University of California 
Berkeley 


Donatp E, Bores. The Bible, Religion, 


and the Public Schools. Pp. ix, 308. 
Ames: Iowa State University Press, 
1961. $4.95. 


Since the beginning of the public school 
movement in the middle of the nineteenth 
century, the role of religion in American 
education has been a perennial problem. 
From one side, the public school com- 
promise is attacked by those who demand 
tax support for religious schools. From 
the other, there is protest against the 
remnants of religion still in the public 
schools. The Bible, Religion, and the 
Public Schools attempts to survey the 
latter controversy by examining judicial 
opinions and the attitudes of religious and 
educational leaders. The study focuses on 
the Bible-reading issue, but also discusses 
released time, baccalaureate ceremonies, 
religious garb, and other related problems. 
Donald E. Boles, the author, is associate 
professor of political science at Iowa 
State University and chairman of the 
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Iowa Governors Commission on Human 
Relations. 

After sketching the historical back- 
ground of the problem and citing the 
relevant provisions of the various state 
constitutions, Dr. Boles outlines the 
judicial decisions on Bible-reading in 
the public schools. The United States 
Supreme Court has thus far declined to 
confront the issue. But thirteen state 
courts have upheld the constitutionality of 
Bible-reading, while seven state courts, 
plus the recent addition of a federal dis- 
trict court in Pennsylvania, have declared 
the practice unconstitutional. Professor 
Boles does a creditable job of resurrect- 
ing these neglected court cases. Unfortu- 
nately, the presentation of judicial rulings 
and public statements by religious and 
educational leaders is uneven. No con- 
sistent pattern is followed, and dates are 
occasionally omitted, leaving the reader 
confused as to which of these legal 
decisions and statements have long since 
been implicitly overruled or superseded in 
public opinion and which are still alive. 

Both sides of the public debate are, 
however, thoroughly presented, and the 
documentation is adequate. But, perhaps 
in an overzealous attempt to be objec- 
tive, the author limits himself to one- or 
two-sentence comments scattered through- 
out the book. Even so, it is clear that 
his sentiments lie with those who would 
remove all religion from the public 
schools. Objectivity is a.virtue, but the 
failure to analyze the partisan positions 
or to provide a theoretical framework is 
not. For example, no attempt is made to 
analyze the political forces involved in the 
issue, except for one unfortunate generali- 
zation about the relationship of the Ku 
Klux Klan to a case in Colorado. The 
theological and philosophical ambiguities 
in compromise attempts to keep “sectari- 
anism” out of the schools while simultane- 
ously retaining religious and moral teach- 
ing are unexamined. But the primary 
problem is, of course, the nature of educa- 
tion itself. It is not that Professor Boles 
fails to find a solution to the over-all con- 
troversy—for such indeed are scarce—but 
rather that he never quite makes the 
problem explicit in its historical context 
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or probes into what is really at stake for 
the partisans. 

Bible-reading is a relic. Most religious 
educators have given up the idea that 
reading a few passages of scripture a day 
is a substitute for religious education. 
But Bible-reading is also a symbol of the 
public schools’ and education’s traditional 
responsibility to preserve a minimum of 
our common moral and religious herit- 
age. If the symbol is eliminated, large 
parts of our population will realize for 
the first time that the ‘public schools’ 
responsibility has been redefined. They 
will want to devise new institutional 
arrangements that can deal with religion 
and morals. Public school officials who 
are concerned about the possible loss of 
community support and some Protestant 
churchmen who, in -reaction to Catholic 
parochial schools, blindly placed all their 
faith in public schools generally uphold 
the continuation of the religious symbols. 
Neither group thinks that the symbols 
have much effect. 

The real struggle today is a three- 
cornered fight over basic issues of educa- 
tional philosophy waged by those who 
want more religion in education, those 
who want none at all, and the coalition 
for the status quo. Against the thrust of 
American pluralism and the force of law, 
the status quo cannot long maintain itself. 
New solutions are already on the horizon. 
In spite of its lack of analysis, The Bible, 
Religion, and the Public Schools makes a 
limited contribution in presenting some of 
the facts and arguments on which con- 
structive public policy can be based in 
this most difficult area. 

GEORGE R. La Nove 

New Haven 

Connecticut 


Weston La Barre. They Shall Take Up 
Serpents: Psychology of the South- 
ern Snake-Handling Cult. Pp. 208. 
Minneapolis: University of Minnesota 
Press, 1962. $3.75. 


All the world, it seems, takes a very 
positive attitude toward snakes—awe, fear, 
respect, aversion—one or more, 
pounded in various ways and degrees. 


com- .. 
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The serpent was present in the very be- 
ginning, and before the begetting, of 
human life. To its wiles, mankind owes 
its past, present, and future existence. It 
played an important role in early Mediter- 
ranean cultures and in India. There is 
the well-known snake dance in the south- 


- western United States and in ancient 


Mexico the Plumed Serpent god. 

In recent decades, handling snakes as a 
feature of religious cult activity, by way 
of showing the power of thought and sanc- 
tity over this serpentine personification 
of evil, developed in the southeastern 
states of this country. The favorites were 
rattlesnakes and other poisonous snakes. 
Several handlers were bitten, and as a 
result more than’ a score of them died. 
In many instances, drinking a poisonous 
liquid, also as a means of showing one’s 
power over evil, was coupled with han- 
dling the snakes, This too was a cause 
of fatalities. Finally, in all states except 
Florida—in which these cults flourished— 
handling snakes in a manner endangering 
the safety of persons was prohibited by 
law. 

A history of the cults and information 
about procedures and leaders are presented 
in precise fashion, adequately documented. 
But give an anthropologist an inch and 
within an hour he is an astronaut. From 
the southeastern United States, the author 
is off to early historic civilizations and 
many regions of the tribal world, particu- 
larly Africa and India. These excursions 
are followed by expositions of various 
aspects of psychopathology, and particu- 
larly of psychoanalysis, The serpent has 
phallic significance; it is a sex symbol. 
This association is alleged for all regions 
in which special significance attaches to 
the reptile. Bound up in this complex is 
the symbol of immortality, an attribute 
which the serpent obtains by shedding its 
skin and beginning life anew. The psycho- 
logical interpretations are enthused with 
plenteous conviction; the reader seeks in 
vain for a comparable urge to give valida- 
tion. “Can one dominate motorcycles and 
sexuality and snakes all with the same 
confidence” (p. 157)? - 

“But to listen clearly one must first 
filter out his own cultural and psychic 
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‘noise,’ ie, common sense” (p. 91). We 
are offered the residue. 
Wiison D. WALLIS 
Professor of Sociology 
Annhurst College 
Putnam 
Connecticut 


Ropert M. Gray and Davin O. MOBERG. 
The Church and the Older Person. 
Pp. 162. Grand Rapids, Mich.: Wil- 
liam B. Erdmans, 1962. $3.50. 


This study is a unique contribution to 
gerontology. It is specifically concerned 
with the place and function of Christian 
religion, especially the local church and 
its membership and program, as these 
relate to “older people.” It has been 
produced by two social scientists, both 
of whom have carried on significant 
investigations in the field. An excellent 
body of objective facts and theoretical 
principles—substantially rooted in an ex- 
tensive body of findings of research in 
the various sciences and bearing on the 
various facets of their subject—is pre- 
sented. The authors, however, are inter- 
ested in a “coordination and integration of 
the efforts of churchmen and representa- 
tives of various scientific disciplines.” 
Their primary objective is the formula- 
tion of relevant interpretations and 
practical guideposts and recommendations 
‘for ministers and other religionists and 
church workers, for other community 
institutionalists, and for all others con- 
cerned with the well-being of older 
persons, including the older persons them- 
selves. 

After briefly examining the physiologi- 
cal, psychological, sociological, and chrono- 
logical definitions of old age, the authors 
conclude that for their purposes the term 
“older person” can be confined to those 
who are chronologically “up in years .. . 
individuals who are experiencing ‘normal’ 
old age” (pp. 9, 15). As a general intro- 
duction, they present briefly the basic 
physical, economic, social, emotional or 
mental, and spiritual problems of old age 
and the problem of the neglect of the 
aged. This is a perspicacious, condensed, 
but remarkably comprehensive, summary 


193 


of the extensive literature on these prob- 
lems. The remainder of the book is 


devoted mainly to the contribution which 


the church can and does make to the 
older people and to the prevention, 
alleviation, and solution of their problems. 

The substantive treatment is devoted to 
the religious activities and beliefs of older 
people and the effects of their religion 
upon them; the relation of church mem- 
bership and Christian beliefs to personal 
adjustment in old age; the personal ad- 
justment of the older person within the 
church, especially with younger members; 
the numerous contributions of the church 
to adjustment; some major problems of 
older persons in the church; and two in- 
sightful, down-to-earth chapters on “What 
the Church can do for Older People” and 
“What Older Persons can do for the 
Church.” 

This is a wise and cautious book, il- 
luminating as a sociological study, and of 
considerable potentiality as a handbook 
and guidebook. 

J. O. HERTZLER 

Emeritus Professor of Sociology 

University of Nebraska 


EDUCATION AND PHILOSOPHY 


B. OTHANEL SMITH and Ropert H. ENNIS 
(Eds.). Language and Concepts in 
Education. Pp. 221. Chicago: Rand, 
McNally, 1961. $4.25. 


Language and Concepts in Education is 
a collection of essays devoted to clarify- 
ing various educational terms and con- 
cepts, including “learning by experience,” 
“need,” “subject matter,” and “mastery.” 
The reviewer’s first reaction was that the 
contributors employ unnecessarily labored 
argument in their support of more precise 
usage. After all, is it necessary to utilize 
heavy artillery to show that student 
“needs” constitute an inadequate curricu- 
lum framework or that “subject matter” 
is better thought of as “knowledge about 
some subject” than as “all things which 
possess meaning for a person”? Never- 
theless, it must be acknowledged that such 
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a detailed analysis of the terminology and 
concepts of education is probably neces- 
sary. It may help clear away the tangle 
of terms and ideas which for many years 
have accompanied—but have not caused 
—the debilitating intellectual fuzziness in 


many phases of school administration and - 


teaching. 

The book’s most absorbing reading 
occurs in Chapters Ten and Thirteen. 
Chapter Ten, “The Logical and the Psy- 
chological: An Untenable Dualism?’— 
written by McClellan—shows with elabo- 
rate and incisive reasoning that the words 
“logical” and “psychological” are not co- 
ordinate and that the dualism is a mean- 
ingless one. McClellan concludes that we 
should avoid the customary. distinction 
and “keep our minds open to the possibil- 
ity ... that rationality and intelligibility 
may take many forms... that the 
processes of teaching and learning these 
forms may present radically different 
problems for teachers.” In Chapter 
Thirteen, Komisar and ‘McClellan examine 
“The Logic of Slogans.” They reter to 
the indignation aroused by such slogans 
as “Education for Life Adjustment” and 
“Pursuit of Excellence.” They helpfully 
distinguish between the ceremonial and 
nonceremonial uses of slogans, between 
slogans and generalizations, and between 
a congeries of slogans and a slogan sys- 
tem. The hazards of confusing any of 
these are pointed out, and the historical 
role of slogan systems is developed. 

More impassioned and less ponderous 
appeals than are contained in this book 
have been made on behalf of reason and 
care in the use of language in education. 
Years ago, Bagley published a stirring 
paper on shibboleths and slogans, which 
was followed by an article by the reviewer 
on stereotypes. . They had virtually no 
impact. Catchy phrases were then in the 
air, and critical thinking—although part of 
a slogan of the times!—-was not in vogue. 
The climate in education today has shifted. 
Intellectual rigor is to the fore. This 
book has a good chance, therefore, to 
receive a sympathetic response, 

RALPH C. PRESTON 

Professor of Education 

University of Pennsylvania 
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The Education of Historians in the United 
States. (Dexter Perkins, Chairman, 
Jobn L. Snell, Director, and the Com- 
mittee on Graduate Education of the 
American Historical Association.) Pp. 
xiii, 244. New York: McGraw-Hill, 
1962. $4.95. 

The Education of Historians in the 
United States is a report of the Commit- 
tee on Graduate Education of the Amer- 
ican Historical Association. The chair- 
man of the Committee, Professor Dexter 
Perkins, is the author of the opening 
chapter—a sort of “inspirational message” 
addressed to members of the guild; the 
body of the work—Chapters Two to Nine 
—is the work of Professor John L. Snell; 
the final chapter presents the recommenda- 
tions of the Committee as a whole. 

Professor Snell has surveyed all of the 
recent studies of graduate education and 
has utilized many of their statistics. In 
addition he has gathered new materials by 
questionnaires and interviews. The result 
is a formidable array of factual data 
covering every phase of the present situa- 
tion in the training of graduate students 
in history, the criticisms it has evoked, 
the problems it faces. The presentation 
of so much statistical material—there are 


` over fifty “Tables”’—gives to the study a 


strongly quantitative tone, which is not 
balanced by a proportionate amount of 
evaluation and interpretation. The most 
important contribution of the study is its 
insistence on the necessity of the training 
of college teachers of history both by ap- 
prentice teaching under supervision and 
by informal seminars on the problems of 
the college teacher—a move that has long 
been overdue in history, where almost 90 
per cent of all Ph.Ds go into teaching. 

In other respects the recommendations 
of the Committee are conservative, even 
timid. On some of the most controversial 
issues, the changes which they propose 
lag behind those adopted in the last few 
years by some of the strongest institu- 
tions. On others they take no clear posi- 
tion. It would have been helpful to 
know where this influential group stands 
on such matters as federal aid to graduate 
students; the arithmetical accumulation of 
credits; the justification of a foreign 


Book DEPARTMENT 


language requirement; the broadening of 
training—other than by more courses in 
history; and the balance between special- 
ization and generalization.. But perhaps 
we should have expected that a committee 
would find it hard to arrive at unanimity. 
We might have hoped at least that they 
would have something to say about the 
graduate student as a human being and 
the problem of his social and cultural 
development. In a word, like so much 
academic historical writing, the report pre- 
sents a solid body of factual information; 
it is not rich in new ideas. 
HAYWARD KENISTON 
Professor and Dean Emeritus 
University of Michigan 


Nevirr Sanrorp (Ed.). The American 
College: A Psychological and Social 
Interpretation of the Higher Learning. 
Pp. xvi, 1084. New York: John Wiley 
& Sons, 1962. $10.00. 


Nearly a million students, some 30 per 
cent of an age group, now enter college 
each year. About half of them graduate. 
Thus, higher education is being subjected 
to scrutiny and criticism as never before. 
Judging from such activity regarding 
secondary schools, we can expect many 
pronouncements based on personal experi- 
ence and prejudice.- Some such statements 
will be helpful, but we also need careful 
research. The American College is a 
significant contribution by behavioral 
scientists, who bring to bear on a long- 
neglected subject the tools and method- 
ologies of their disciplines. Its accept- 
ance will be conditioned by the reader’s 
beliefs concerning the current validity of 
those tools and methodologies. 

The book should be read by professors, 
administrators, and trustees. The editor 
and his co-authors have gathered a mass 
of material relating to almost every aspect 
of the subject. The emphasis is on college 
society as a subculture. The varying 
nature of both students and faculty is 
described statistically and subjectively. 
The different purposes for college attend- 
ance held among students, parents, faculty, 
and alumni are examined. The differences 
among institutions are set forth, with 
vignettes of particular ones. 
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The main theses seem to be (1) that 
American colleges are failing by whatever 
reasonable standard may be employed; 
(2) that they could achieve a great 
amount of success; (3) that purpose must 
be defined before success can be meas- 
ured; and (4) that higher education has 
such scope, structure, and content as to 
be a field of scientific inquiry. The gen- 
eral support which will be given to the 
first two of these theses will lead to much 
argument relating to the others. While 
the debate goes on, it is to be hoped that 
there will be research and reporting con- 
cerning them. 

That this book was written by behav- 
ioral scientists is evident both in the 
pervasive view that college should change 
student personality and in the technical 
vocabulary. It is to be hoped that behav- 
ioral scientists will intensify their study 
of higher education. It would be helpful 
for them, as for other specialists, to 
simplify their language when writing for 
others. It is to be hoped, also, that 
scholars in other disciplines will give at- 
tention to higher education. For example, 
historians might test the hypothesis that 
modern students are more conformist than 
those of previous generations. 

WILLIAM H. CARTWRIGHT 

Chairman 

Department of Education 

Duke University 


Jonn Ner. A Search for Civilization, 
Pp. xii, 210. Chicago: Henry Regnery, 
1962. $4.00. 

The author is internationally known as 
a historian, especially as a student of eco- 
nomic history. The reader may, there- 
fore, be rather astonished when he sees 
that the four parts which make up this 
book are entitled: “Wisdom,” “Faith,” 
“Beauty,” and “Virtue.” These are not 
names one is accustomed to encountering 
in scholarly works. But it is precisely as 
a scholar, as a historian, that the author 
has come to the conclusion that the future 
of mankind, the achievement of a peaceful 
state of the world, the recognition of the 
other men’s rights and dignity cannot be 
attained by means of any—however stu- 
pendous—advances of knowledge, but re- 
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quires that human conduct be governed 
not by science: but by wisdom. All dis- 
coveries and application of science may be 
used for the achievement of the most in- 
‘human ends. Of this, the history of the 
last thirty or forty years has furnished 
many horrifying illustrations. Physics and 
chemistry, medicine and psychology have 
supplied the means for destroying indi- 
viduals and whole peoples. 

- But the quest for wisdom is the task 
of every individual, man or woman, not of 
any organization, group, or society. These 
are necessarily addicted to what the au- 
thor calls an “inverted humanism,” which 
concerns itself with humanity and forgets 
man, the individual person. Individual 
endeavor, not to go astray, has to be con- 
trolled by universal principles; these, how- 
ever, are not discoverable by scientific 
methodologies but inherent in man’s very 
being where they are awakened and ren- 
dered active by faith. The four chapters 
of the second part—the longest—deal with 
“Religion and Science,” “Religion and 
Man,” “Religion and Wealth,” and “Re- 
ligion and the Founder.” . The amazing eru- 
dition of the author enables him to present 
many facts and ideas in a new light. Him- 
self a faithful Christian—and the possessor 
of both a wide historical knowledge and an 
understanding of the procedures of histori- 
cal analysis and criticism—he is capable 
of unravelling the complicated relations of 
faith and man’s private or public life in 
order to make plausible his main conten- 
tion that the foundation of wisdom and, 
hence, of the search for a truly human 
civilization must be sought in the teachings 
of Christ. 

One of his favorite authors is, it 
seems, Pascal whose notion of a “nimbly 
discerning spirit” (esprit de finesse) he 
makes his own. This spirit is the govern- 
ing principle not only in religious life, but 
also in art and moral conduct. To this 
spirit, one gathers, must be attributed the 
recognition and the manifestation of all 
kinds.of values. If the exercise of this 
spirit is stifled and only the “spirit of ge- 
ometry,” that of verification and quan- 
tification, is allowed to rule, the vision 
of absolute values is darkened, to the 
detriment of art and virtue. This does 
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not mean, however, that ethical values 
are to be made the criterion of scientific 
and artistic achievement: “Works of art, 
like scientific theories, are neutral in their 
implications for virtue.” But the state of 
civilization as a whole depends on man’s 
striving for perfection, 

Professor Nef might have quoted, to 
characterize the present state of the world, 
Lord ‘Tennyson’s words: “Knowledge 
comes but Wisdom lingers.’ We know 
infinitely more than did previous genera- 
tions, but we have not grown wiser. This 
discrepancy is at the bottom of the evils 
of our time. This book’s analysis of these 
evils and the theories it advances for the 
creation of a better state—though never a 
perfect one—ought to be of interest to the 
student of civilization, as well as to any- 
one concerned with the fate of mankind. 
The more so since the book is eminently 
readable. 

RUDOLPH ALLERS 

Professor of Philosophy, Emeritus 

Georgetown University 


Epwarp A. TIRYAKIAN. Sociologism and 
Existentialism: Two Perspectives on the 
Individual and Society. Pp. x, 176. 
Englewood Cliffs, N. J.: Prentice-Hall 
(A Spectrum Book), 1962. $1.95. 

The author of this essay declares in his 
preface that it “is an attempt to reunite 
two historically-linked disciplines whose 


‘global perspectives on man complement 


one another,” namely, sociology and phi- 
losophy. Whether he has succeeded in 
this endeavor to any appreciable extent is 
doubtful. Perhaps he has, however, done | 
something to show that sociologists are 
likely to have some philosophical inter- 
ests, admitted or unadmitted, and some 
philosophical assumptions. This was 
surely true of Emile Durkheim, who is 
the only representative of modern soci- 
ology that the author has drawn upon in 
the present study. If he had examined 
the works of a few other prominent 
sociologists—-European or American—he 
would, of course, have come out with 
very different conclusions regarding their 
explicit or implicit philosophical positions. 
His two principal chapters on Durkheim, 
containing about thirty nine text pages, 
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do, however, present the most compre- 
hensive statement of that author’s chief 
positions on basic points, especially those 
relating to the individual and society, that 
the present reviewer has seen in any one 
publication, 

Tiryakian has taken Soren Kierkegaard 
(1813-1855) and, surprisingly, Friedrich 
Nietzsche (1844-1900) as early exponents 
of existentialism; Martin Heidegger and 
Karl Jaspers are chosen as recent repre- 
sentatives, with some attention to Jean- 
Paul Sartre, Nicholas Berdyaev, and Ga- 
briel Marcel. He very properly remarks 
that “there is no single figure whose ideas 
are sufficient for a full discussion of exis- 
tentialism” (p. 71). One might venture 
the opinion that there are few contempo- 
rary American sociologists who are much 
interested in the subject and that if there 
do happen to be a few of them who have 
such an interest, probably none of them 
think of it as having any close relation 
to their concerns as sociologists. It is 
worth-while, nevertheless, for a student of 
sociology to have paid some attention to 
fundamental topics and problems of phi- 
losophy, and in this connection he might 
find the present essay stimulating. 


Froyo N. House 


Professor of Sociology 
University of Virginia 
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